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\    No.  100 


THE  COTTON  TRADE 


LETTER 

FROM 


THE  CHAIRMAN  OF  THE  FEDERAL 
TRADE  COMMISSION 

TRANSMITTING 

A  REPORT  OF  THE  FEDERAL  TRADE  COMMISSION 
ON  THE  COTTON  TRADE 

IN  RESPONSE  TO  SENATE  RESOLUTIONS  NO.  262.  MARCH 

1«    (CALENDAR    DAY.  MARCH    29),    1922,   SIXTY-SEVENTH 

CONGRESS.  SECOND  SESSION.  AND  NO.  429.  JANUARY  29 

(CALENDAR  DAY.  JANUARY  SI).  1923.  SIXTY-SEVENTH 

CONGRESS.  FOURTH  SESSION 


IN  TWO  PARTS 
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Apsil  24  (calendar  daf,  April  28),  1924. — Referred  to  the  Committee 
OR  Agriculture  and  Forestry  and  ordered  to  be  printed 


WASHINGTON 

GOVERNMENT  PRINTING  OFFICE 

1924 


timm 
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submitted  by  mr.  dial 

In  the  Senate  of  the  United  States, 

May  5,  1924. 

Ordered,  That  the  charts  accompanying  the  supplemental  report 
of  the  Federal  Trade  Commission  on  the  cotton  trade,  transmitted 
to  the  Senate  on  April  28,  1924,  together  with  the  hearmgs  held  by 
the  commission  in  the  matter,  be  prmted  m  connection  with  the  said 
report. 

Attest* 

Geobge  a.  Sanderson, 

Secretary. 
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LETTER  OF  TRANSMITTAL 


Federal  Trade  Commission, 

Washington,  April  28,  1924. 

Sir:  I  have  the  honor  to  transmit  herewith  the  report  of  the  Fed- 
oral  Trade  Commission  on  the  cotton  trade,  pm^uant  to  Senate 
Resolution  262,  agreed  to  March  16,  1922,  and  Senate  Resolution 
429,  agreed  to  January  29,  1923. 

The  report  is  submitted  in  manuscript  form,  with  the  request  that 
if  printea  by  order  of  the  Senate  or  Senate  committee  that  such 
printing  will  not  involve  any  expense  chargeable  to  the  Federal  Trade 
Commission. 

The  commission  is  limited  for  printing  purposes  to  a  specific  sum 
especially  appropriated  by  Congress  for  that  purpose  and  out  of  that 
appropriation  must  be  expended  the  sums  necessary  to  do  the  legal 
prmting  of  the  commission,  which  consists  of  briefs,  court  records, 
etc.,  as  well  as  the  sums  necessary  for  the  printing  of  all  reports  of 
the  commission. 

Expenditures  of  the  commission  to  date  for  printing  are  now  so 
near  the  limit  of  the  funds  available  that  the  addition  of  the  cost  of 
printing  this  report  would  likely  impose  upon  the  commission  a  con- 
siderable hardship  because  of  the  necessary  restrictions  which  would 
have  to  be  placea  upon  printing,  especially  legal  printing,  which  the 
commission  is  required  to  do  by  the  rules  of  the  United  States  Circuit 
Courts  of  Appeal,  to  which  courts  the  commission's  cases  go  on  appeal. 

To  print  the  report  herewith  transmitted  would  leave  no  margm  of 
safety  in  the  printing  fund  upon  which  to  operate,  and  before  July  1, 
with  our  present  work,  would  force  us  to  incur  a  deficiency.  It  is  for 
this  reason  that  the  request  is  made  that  the  printing  01  the  report 
be  without  expense  to  the  commission. 

By  direction  of  the  commission. 
Cordially  yours, 

Huston  Thompson, 

Chairman, 

The  President  of  the  United  States  Senate. 

Wa^shington,  D,  (7. 
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Federal  Trade  Commission, 

Washington^  April  28^  192^, 
1  o  THE  President  of  the  Senate. 

Sir:  The  Federal  Trade  Commission  submits  herewith  a  report  on 
the  cotton  trade,  pursuant  to  Senate  Resolution  262,  Sixty-seventh 
Congress,  second  session,  and  Senate  Resolution  429,  Sixty-seventh. 
Congress,  fourth  session. 

A  brief  report  (preliminary  report  on  the  cotton  trade)  covering^ 
most  of  the  questions  propounded  by  the  earlier  resolution  was  sent  to 
the  Senate  in  Februarv,  1923.  The  present  report  deals  chiefly  with 
the  operations  of  the  New  Orleans  and  New  York  Cotton  Exchanges; 
and  with  su^estions  of  changes  to  correct  certain  conditions  com- 
plained of.  The  report  also  describes  the  marketing  of  cotton,  com- 
petitive conditions,  the  concentration  of  the  business  in  spot  or  actual 
cotton,  and  the  costs  and  profits  of  representative  cotton  merchants 
and  costs  of  cooperative  associations.  , 

The  report  shows  that  growers  to-day  are  financed  by  cotton  factors 
(coEMnission  firms)  much  less  extensively  than  formerly,  due  in  part 
to  better  banking  facilities  and  in  part  to  increased  ability  of  growers 
to  finance  themselves.  Moreover,  there  are  to-day  over  a  dozen 
growers'  cooperative  associations,  nine  of  which  in  1923  handled  in  the 
aggregate  about  700,000  bales,  composed  solely  of  growers  of  cotton 
who  bind  themselves  to  deliver  all  the  cotton  they  produce  for  five 
years  to  their  respective  organizations. 

While  complaints  that  competition  was  restricted  in  one  way  or 
another  were  sometimes  received,  the  commission  was  unable,  after 
searching  in(|uiry,  to  obtain  proof  of  a  single  instance  of  restriction  of 
competition  m  the  buying  of  cotton.  On  the  whole,  competition  for 
the  growers'  cotton  has  been  greater  in  recent  years  than  formerly^ 
two  important  contributing  factors  being  the  increase  in  the  number 
of  southern  cotton  mills  and  the  growth  of  the  cooperative  marketing 
movement.  ^^ 

In  selling  cotton,  also,  competition  is  generally  active,  but  certain 
letters  ar«  presented  in  the  report  whicn  strongly  indicate  that  an 
attempt  was  made  bv  at  least  two  leading  merchants  to  bring  about 
an  agreement  or  understanding  with  regard  to  the  selling  basis  (the 
number  of  points  on  or  oflF  futures)  in  quoting  prices  of  cotton  to 
southern  mills.  Representatives  of  these  firms  denied,  however, 
that  there  was  evw  any  such  agreement  or  understanding.  Any  such 
situation  is  of  serious  importance  in  view  of  a  tendency  toward  con- 
centration of  the  spot  cotton  business  in  a  few 'hands.  In  1919, 
1920,  and  1921,  24  concerns  handled  41,  34,  and  60  per  cent,  respec- 
tively, of  the  crops  of  those  years.  Two  of  these  firms  reported  sales 
totaling  about  1,500,000  bales  for  each  of  these  three  years,  or  the 
equivalent  of  from  10  to  nearly  20  per  cent  of  the  crop.     One  trade 
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criticism  of  the  three  largest  merchants  .s  to  ^^^  .f.^\£^.^l^^. 
of  their  large  volume  of  future  trading  they  may  '"/^  T^™y  mM^^^^ 
late  or  affect  future  prices  to  the  disadvantage  of  the  other  t^^^^^^^^ 

Another  criticism  is  tUt  these  three  m«'-«>»"^^»7^'!3Y  no^^*oof 
in  then-  future  operations,  but  the  commission  has  obtained  no  prooi 
thftt  thev  "  Dooled"  their  interests  in  the  future  market. 

In  a  period  of  four  years  cotton  merchants  reportmg  to  the  com- 
mission^sold  about  10%0,000  bales  o^cotton  at  an  average  pnce 
of  $133.66  a  bale.  The  average  pric^  paid  for  ^hecottor,  was  $1 -3^09 
ner  bale  leaving  a  gross  profit  to  the  merchant  of  about  $10.50  per 
El  on  theTvefager and  T  net  profit  of  $2.98  per  bale  be  ore  deduct- 
ing interest  paid  This  amount  yielded  a  rate  of  return  of  14.9 
per  cent  on  tL  total  investment  (including  borrowings)  and  of  2 U9 
per  clnt  after  deducting  interest  on   the  proprietary  mvestment 

TSarisonlf^he  operations  of  three  nonstaple  cooperative 
asstciat^r  with  those  of  the  merchants  reportmg  for  t^  J-J 
iq99-93  is  favorable  in  several  respects  to  the  former.  Ihis  result 
[s  notToncluJve,  however,  except  for  1922-23,  since  the  comparison 

^  S«tionrorJLnges  and  improvements  with  reference  to  the 
otSS  of  tl^  exchanges  have  Un  carefully  examined  and  con- 
sZred  by  the  commission.  The  more  important  of  these  may  be 
^nnPfl  L  follows-  (1)  Rcvisiou  of  the  grades  deliverable  on  a 
Ce  contract  (2)  revision  of  the  system  o?  making  spot  quotations 
inddifferencS-  3  delivery  on  New  York  future  contracts  at  south- 
em  poEw  publication  of  total  volume  of  future  trades  and  of 

''C^^inli  of  various  proposals  which  have  been  made  for  the 
re^ionT  the  grades  deliverable  on  a  future  contract  leads  to  the 

fwLn  tViftt  the  onlv  one  which  promises  desirable  results  is  the 
'Xee  contt^ous  Va<^^s '^^^^^^  delivery  on 

pach  contraTshall^e  composed  of  not  more  than  three  ad.acent  or 
conti^ous  Sades,  which  a!djacent  grades  may  be  any  of  those  now 
dehvSe     Whi  e  the  commission  does  not  recommend  that  this 
?^^  nf  rontract  should  be  employed  unless  southern  warehouse  de- 
&  ?s  Xo^opKit  is  beheveS  that  such  a  contract  would  prove 
tJbe^a  valuable  adjunct  of  delivery  in  the  South  (1)  by  offsetting  m 
natt  the  decreased  value  of  the  contract  arising  from  the  additional 
Sntion  riven  t^the  seller  of  contracts  as  to  place  of  dehvery;  (2)  by 
counterfcttL  in  part  the  depressing  effect  on  future  prices  of  de- 
WrieJof  ^ng  grades  on  each  contract,  which  would  be  em- 
ihSd  by  SeliS  the  number  of  delivery  pomts;  (3)  by  making 
Ft  ^ore  practicable  for  the  smaller  merchant  to  take  delivery  of  cotton 
on  future  contracts,  thus  reducing  the  tendency  to  "run  from"  de- 
on  luiure  couu»^   ,  t.i,:nff  cotton  on  future  contracts;  and  (4) 

triCtiTg  toougrtt  S^d  merchantabihty  of  the  cotton 
dIliS  thf  pri^erllationship  of  spots  (actual  cotton)  and  futures, 
S  hence  the^serviceability  of  the  future  market  for  hedging 

r,rp«tpr  accuracy  and  defimteness  in  quoting  the  spot  markei  is 
deSabefoT"wo  reasons:  (1)  True  commerc  al  differences  for  use 
in  the  settlement  of  the  future  contract  make  for  amore^stable  rela- 
tion betwee™t  and  future  prices,  and  therefore  for  a  better  hedg- 
ing market?  ^2)  both  the  producer  and  the  merchant,  as  well  as 
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the  manufacturer,  are  entitled  to  know  what  are  the  prevailing  prices 
of  cotton  as  shown  by  all  sales  actually  made,  not  only  for  miodling 
but  for  all  other  grades.  In  order  to  establish  accurate  spot  quo- 
tations and  correct  differences,  therefore,  it  is  recommended:  (1) 
That  there  be  substantial  uniformity  of  procedure  in  the  different 
sDot  markets  in  determining  quotations  and  differences;  (2)  that 
all  pertinent  price  information,  such  as  Quantity,  price,  grade,  and 
staple,  be  reported  for  every  spot  sale,  and  be  made  the  basis  or  spot 
Quotations  and  differences  bv  mathematical  computations;  (3) 
that  this  information  be  verified  by  a  committee  of  competent 
classers,  preferably  not  engaged  in  the  trade;  and  (4)  that,  in  view 
of  the  disparity  in  volume  of  sales  among  the  several  markets, 
the  feasibility  of  taking  a  weighted  average  of  their  differences  in- 
stead of  a  simple  average  for  use  in  the  settlement  of  the  future 
contract  should  be  considered. 

The  couMnission  believes  that  some  form  of  southern  delivery  on 
New  York  contracts  should  be  adopted.  The  strongest  argument 
for  a  futures  market  is  that  it  may  furnish  a  safe  hedge  for  cotton 
merchants,  but  this  the  New  York  futures  market  does  not  always 
do,  its  prices  being  frequently  manipulated  or  forced  out  of  line.  It 
is  a  truism  to  say  that  for  some  years  past  the  New  York  futm-es 
market  has  failed  to  perform  satisfactorily  its  chief  function,  but  it  is 
contended  that  New  York  is,  nevertheless,  a  desirable  market,  be- 
cause it  is  the  financial  and  trading  center  of  the  world.  The  com- 
mission believes  that,  if  the  New  York  futures  market  is  to  be  main- 
tained, much  of  the  ground  for  criticism  may  be  eliminated  by  the 
adoption  of  some  system  of  southern  warehouse  deliveries  on  New 
York  contracts.  Southern  deliveries  will  do  much,  it  is  claimed,  to 
elinainate  manipulation  and  to  maintain  New  York  futures  prices  in 
their  proper  relation  to  spot  prices. 

The  conmaission  recommends  the  following  measures  in  connection 
with  southern  deliveries:  (1)  That  the  number  of  southern  delivery 
points  be  few  and  be  confined,  at  least  for  the  present,  to  Atlantic  and 
Gulf  ports;  (2)  that  the  delivery  and  certification  of  cotton  at  southern 
ports  be  under  rigid  Government  supervision  and  that  deliveries  be 
only  from  warehouses  licensed  under  the  Federal  warehouse  act;  and 
(3)  that  the  tender  of  cotton  on  futures  at  New  York  be  no  longer 
permitted. 

The  conmiission  believes  that  the  public  is  entitled  to  information 
as  to  the  volume  of  trading  in  cotton  futures,  and  as  to  the  total 
open  interest  (net  total  lon^  or  short)  by  options  (months  traded  in) 
01  all  accounts  on  the  books  of  members.  Such  figures  should  be 
pubUshed  promptly  and  regularly,  with  proper  supervision  by  the 
Government. 

By  the  commission. 

Huston  Thompson,  Chairman. 
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THE  COTTON  TRADE 


PART  I 
SUMMARY 


This  report  is  made  in  response  to  Senate  Resolution  No.  262, 
Sixty-seventh  ConCTess,  second  session,  dated  March  16,  1922,  and 
Senate  Resolution  No.  429,  Sixty-seventh  Congress,  fourth  session, 
dated  January  29,  1923.  The  former  resolution  directed,  among 
other  things,  an  inquiry  into  the  causes  of  the  low  prices  of  cotton 
prevailing  at  the  time  of  the  resolution  and  also  into  the  operation 
of  cotton  exchanges  and  the  character  of  trading  thereon.  Work  in 
response  to  this  resolution  was  begun  in  the  summer  of  1922. 

Just  as  a  report  in  answer  to  the  first  resolution  was  being  com- 
pleted, the  second  resolution  was  received  which  directed  the  com- 
mission to  report  the  facts  relating  to  ^'  (a)  alleged  corporate  viola- 
tions of  the  antitrust  laws  with  respect  to  operations  in  cotton, 
including  conduct  of  cotton  exchanges  and  operations  upon  such 
exchanges  by  corporations,  partnerships,  and  individuals;  (b)  the 
effect,  if  any,  of  such  operations  in  future  contracts  upon  the  price 
of  the  spot  cotton  sold  in  interstate  or  foreign  commerce;  and  (c) 
the  relation  to  such  antitrust  law  violations  of  the  demand  for  cotton 
and  the  supply  and  methods  of  marketing  it  in  interstate  and  for- 
eigi*commerce. " 

This  later  resolution  required  further  work  similar  to  that  already 
done  under  the  earUer  resolution.  Preparation  of  a  full  report  under 
the  first  resolution  was  therefore  discontinued  and  a  brief  report 
covering  the  subject  matter  of  this  earlier  resolution  was  issued  and 
sent  to  the  Senate  in  February,  1923. 

SCOPE   OF  THE   INQUIRY 

The  greater  part  of  the  present  report  is  concerned  chiefly  with 
the  operations  of  the  New  Orleans  ana  New  York  Cotton  Exchanges, 
particularly  the  latter.  Numerous  changes  for  improving  conditions 
at  these  markets,  particularly  New  York,  were  suggested  by  the  trade 
and  carefully  examined  by  the  commission  and  are  presented  in  de- 
tail in  this  report,  together  with  the  conclusions  and  recommenda- 
tions of  the  commission.  This  portion  of  the  discussion  is  divided 
into  three  divisions  corresponding  with  the  principal  changes  pro- 
posed in  the  present  system  of  future  trading  in  cotton. 

Besides  the  foregoing,  the  report  describes  in  some  detail  the 
marketing  of  cotton  and  considers  in  this  connection  competitive 
conditions  and  the  concentration  of  the  spot  cotton  business  in  the 
hands  of  the  few  larger  cotton  merchants. 

Agents  of  the  commission  visited  all  of  the  various  spot  markets 
designated  by  the  Secretary  of  Agricultmre  as  those  markets  from 
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which  quotations  are  to  be  used  for  the  purpose  of  determining  the 
differences  applicable  to  settlements  on  New  York  future  contracts. 
Besides  these  markets,  several  of  the  more  important  concentration 
points  and  a  large  number  of  small  local  markets  in  the  Cotton  Belt 
were  visited.  Representatives  of  growers'  cooperative  associations 
and  spinners  were  also  interviewed.  The  correspondence  files  of  a 
number  of  concerns  were  examined. 

To  supplement  the  information  obtained  as  described  above, 
nimierous  questionnaires  were  sent  out.  In  this  connection  it  is 
desired  to  state  that  the  cordial  and  cooperative  attitude  of  the  trade 
is  appreciated.  The  three  largest  firms,  Anderson,  Clayton  &  Co., 
Harriss,  Irby  &  Vose  and  George  H.  McFadden  &  Bro.,  however, 
refused  to  furnish  their  cost  and  profits  figures  or  to  allow  agents  of 
the  commission  to  take  them  from  their  books.  A  number  of  the 
smaller  partnerships  also  failed  to  furnish  cost  and  profits  data. 

In  view  of  the  wide  difference  of  opinion  expressea  by  various  mem- 
bers of  the  cotton  trade  in  the  course  of  the  inquiry,  particularly  in 
regard  to  proposed  changes  in  the  system  of  cotton  futures  trading, 
the  commission  called  a  conference  early  in  November,  1923,  at 
which  the  exchanges,  producers'  associations,  merchants,  spinners, 
and  others  were  invited  to  state  their  opinions.  The  conference 
l&«ited  three  days  and  proved  of  consideraole  value. 

COUNTRY   MARKETING 

Cotton  growers  may  either  dispose  of  their  cotton  in  the  small 
country  markets  or  ship  it  to  a  larger  spot  market  for  sale.  If  dis- 
posed of  locally  it  is  usually  sold  outright  to  a  local  merchant;  if 
shipped  to  a  large  market  it  is  usually  handled  by  a  factor  or  com- 
mission merchant  and  sold,  for  a  commission,  on  a  to-arrive  or  spot 
basis. 

Because  of  the  financial  assistance  received  from  local  storekeepers 
many  small  planters  market  their  cotton  through  these  storekeepers 
as  a  means  of  liquidating  their  indebtedness.  It  was  stated  by  the 
United  States  Department  of  Agriculture  to  be  generally  conceded 
that  a  merchant  who  handled  cotton  for  the  purpose  oi  collecting 
accounts  and  inducing  trade  would  often  handle  cotton  for  the  mere 
cost  or  even  in  some  cases  at  a  loss.     As  an  offset  to  this,  however, 

growers  frequently  were  charged  a  higher  price  for  the  supplies  they 
ought. 

In  addition  to  the  local  storekeepers  there  are  numerous  other 
kinds  of  buyers  found  at  many  country  markets,  to  whom  the  grower 
may  sell  his  cotton.  Of  these,  the  direct  or  road  buyers  employed  by 
laree  cotton  merchants  generally  desire  to  buy  in  large  quantities 
ana  consequently  are  not  always  available  to  many  small  growers. 
Much  of  the  cotton  purchased  by  the  local  buyers  is  disposed  of  by 
them  in  the  local  market  to  these  road  buyers  of  the  larger  spot  firms. 
These  buyers  are  given  limits  by  their  employers;  i.  e.,  the  number  of 
points  on  or  off  which  are  to  be  apphed  to  the  future  price  of  the  pre- 
vailing hedge  month.  Some  of  tne  local  merchants  consign  the  cot- 
ton they  have  purchased  to  factors  or  comxnisaion  merchants  at  the 
larger  markets. 
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The  accumulation  of  cotton  at  the  small  or  local  markets  by  the 
various  kinds  of  buyers  is  generally  of  a  considerable  variety  as  to 
grade  and  staple.  From  the  country  markets  the  cotton  is  moved  to 
concentration  points  where  it  is  sorted  into  lots  of  even  running 
quahty.  Because  this  frequently  entails  additional  expense  there  is 
some  tendency  toward  sorting  the  cotton  at  the  point  of  origin  and 
shipping  direct  to  point  of  destination  under  a  through  bill  of  lading. 

FINANCING    PRODUCERS 

Cotton  factors  formerly  loaned  money  to  growers  much  more  ex- 
tensively than  they  do  now.  This  decUne  is  attributed  by  the  trade 
to  better  banking  faciUties  which  have  m,ade  it  practicable  for  the 

f rower  to  finance  himself  through  other  channels  than  the  factor. 
Then  factors  now  finance  growers  the  size  of  the  loan  is  normally 
based  on  the  volume  of  cotton  produced  by  the  borrower  and  his 
financial  responsibility.  The  security  varies.  Some  growers  give 
only  their  note,  but  the  great  majority  must  give  a  mortgage,  crop 
hen,  or  other  security. 

According  to  the  Department  of  Agriculture,  the  most  common 
forms  of  security  in  the  10  principal  cotton-producing  States  are  per- 
sonal notes  with  one  or  more  indorsements,  livestock  mortgages,  and 
crop  hens.  These  loans  most  frequently  nm  from  three  to  nine 
months  and  within  this  period  are  rather  evenly  divided  between 
those  running  from  three  to  six  and  those  running  from  six  to  nine 
months.  The  department  gives  the  average  prevaiUng  rate  of  in- 
terest on  these  loans  to  farmers  in  the  spring  of  1921  as  ranging  from 
6.23  per  cent  for  North  Carolina  to  9.84  per  cent  in  Oklahoma. 

THE   SPOT    MARKETS 

At  each  of  the  larger  spot  markets  are  cotton  exchanges  with  rules 
and  by-laws  which  purport  to  establish  just  and  equitable  principles 
of  tra^e  and  to  promote  generally  the  best  interests  of  the  members. 
The  members  of  these  exchanges  handle  a  large  part  of  the  cotton 
crop,  much  of  which  is  merchandized  at  the  markets  in  question. 
Two'  of  these  markets.  New  Orleans  and  New  York,  have  future  ex- 
changes. New  York  is  the  more  important  future  market,  although 
far  less  important  than  New  Orleans  as  a  spot-cotton  market. 

The  factorage  business  at  most  of  these  spot  markets  has  decUned 
markedly  in  recent  years,  cotton  now  being  bought  directly  in  the 
country  to  a  much  larger  extent.  This  decline  in  factorage  business 
has  had  some  effect  on  the  volume  of  business  at  some  of  the  spot 
markets  since  some  of  the  cotton  bought  directly  no  longer  goes  to 
the  spot  markets.  They  are  the  points  at  which  the  most  important 
middlemen  are  found.  • 

The  methods  of  handling  cotton,  as  well  as  the  faciUties,  at  these 
markets  vary  somewhat,  as  does  the  distribution  of  sales  among  the 
various  ways  of  selling  cotton. 

The  methods  of  selling  cotton  at  the  larger  markets  may  be  divided 
into  three  general  classes:  (1)  On  sample,  (2)  on  type,  (3)  on  descrip- 
tion. These  are  set  forth  in  detail  in  the  report  as  are  also  the  methods 
of  buying  followed  by  spinners. 
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COOPERATIVE  MARKETING 

In  recent  years  the  cooperative  marketing  of  cotton  has  become  a 
very  important  agency  in  the  distribution  of  the  cotton  crop.  There 
^^^^^ol  ^^^^P-  ^^^7  important  associations  of  growers,  9  of  which 
m  i\i23  handled  m  the  aggregate  approximately  700,000  bales  of 
cotton. 

These  associations  are  nonprofit  organizations  and  usuallv  onlv 
growers  of  cotton  may  be  members.  The  association  bind^  each 
member  to  dehver  all  cotton  produced  by  him  for  five  vears  to  the 
association.  While  each  association  has  its  sales  organization,  thev 
are  federated  mto  a  central  body  which  is  in  effect  a  general  sal^ 
ottice.  This  general  office.is  designed  largely  for  the  purpose  of  coor- 
dinating sales  and  preventmg  the  various  separate  orgamzations  from 
competing  with  one  another  in  selling  cotton. 

The  commission  believes  that  the  cooperative  marketing  of  cotton 
has  been  successful  thus  far  and  if  wisely  managed  is  not  likely  to 
laiJ,  as  some  merchants  maintain,  even  in  periods  of  low  prices. 

• 

COMPETITIVE   CONDITIONS 

Special  attention  was  given  to  the  study  of  competitive  conditions 
surrounding  the  marketmg  of  cotton.  Interviews  were  had  with  a 
large  number  of  cotton  men,  representative  of  all  branches  of  the 
trade,  and  also  producers  and  representatives  of  cooperative  asso- 
ciations. '^ 

The  correspondence  files  of  a  number  of  cotton  merchants  were 
examined,  as  were  also  the  records  and  correspondence  of  several  of 
the  cotton  exchanges,  including  those  of  the  two  cotton-futures 
markets.  New  York  and  New  Orleans.  Similar  examination  was 
made  in  the  case  of  a  number  of  cotton  trade  associations. 

It  appears  that  there  is  competition  on  the  whole  in  the  buyinff  of 
cotton  While  some  assertions  were  made  that  competition  was  re- 
stricted at  some  country  points  by  means  of  price  a^eement  and 
division  of  territory,  n©  clear  and  definite  evidence  of  any  such 
restraints  was  found.  The  decrease  in  the  size  of  the  crop  in  the  past 
two  or  three  years,  the  mcrease  in  the  number  of  southern  cotton 
mills,  many  of  which  purchase  cotton  freely  from  the  growers  and 
the  growth  of  the  cooperative  marketing  movement  are  some  of  the 
factors  which  have  contributed  to  the  growth  and  maintenance  of 
competitive  buymg.  It  is  no  doubt  true  that  competition  for  the 
powers  cotton  has  been  greater  in  recent  years  than  it  was  formerly 
Competition  between  towns  in  a  given  territory  is  generally  keen 
and  on  this  account  growers  are  not  ahvays  limited  to  one  local 
market. 

Scattered  throughout  the  entire  Cotton  Belt,  and  especially  in  the 
more  important  cotton  markets,  are  to  be  found  hundreds  of  cotton 
merchants  and  shippers  who  handle  cotton  for  domestic  and  export 
co^umption.  It  was  the  general  belief  in  the  trade  that  oonipeti- 
tion  between  these  merchants  in  the  sale  of  cotton  was  as  a  whole 
exceptionally  keen  and  fair,  and  this  was  quite  generally  borne  out 
by  the  investigation  made. 


CONCENTRATION   OF   MERCHANDISING 

In  1919,  1920,  and  1921,  24  concerns  handled  41,  34,  and  60  per 
cent,  respectively,  of  the  crops  of  those  years.  Two  of  the  firms 
in  this  24-concem  group  reported  sales  totaling  about  1,500,000  bales 
for  each  of  these  three  years,  or  the  equivalent  of  from  10  to  nearly 
20  per  cent  of  the  United  States  crop  in  the  years  specified. 

In  view  of  the  considerable  concentration  m  the  marketing  of  spot 
cotton  it  was  deemed  pertinent  to  determine  the  attitude  of  the  trade 
with  reference  to  these  conditions.  The  following  summarizes  briefly 
the  opinions  expressed  by  a  fairly  representative  cross  section  of  the 
spot-cotton  traae. 

Many  cotton  merchants  contend  that  there  is  a  tendency  toward 
concentration  of  the  spot-cotton  business  and  that  this  nas  been 
especially  marked  in  recent  years.  Some  hold  that  this  concentra- 
tion is  due  to  the  superior  efiiciency  of  these  large  firms.  Many  mer- 
clxants  believe  these  large  firms  are  a  necessity,  because  they  are 
ready  to  bu}"  cotton  at  all  times.  Others  feel  that  these  concerns  are 
entitled  to  a  large  volume  of  business  if  they  obtain  it  fairly.  Then, 
too,  there  are  merchants  who,  acknowledging  the  importance  of  these 
large  concerns,  hold  that  the  cotton  trade  is  too  large  to  be  dominated 
by  any  firm  and  that  the  present  laws  are  sufficient  to  prevent  any 
combination  that  would  dominate  the  trade.  Much  of  the  criticism 
of  the  size  of  some  of  these  firms,  particularly  Anderson,  Clayton  & 
Co.,  Harriss,  Irby  &  Vose,  and  George  H.  McFadden  &  Bro.,  goes  to 
their  operations  in  the  futures  market,  the  contention  being  that  the 
volume  of  business  done  by  them  influences  prices  to  the  detriment 
of  the  other  traders. 

ALLEGED  COLLUSION  IN  FUTLTIE  TRADING 

Frequent  criticisms,  both  oral  and  written,  were  made  to  the  effect 
that  these  three  large  cotton  merchants  were  working  together  under 
some  sort  of  a  ''gentlemen's  agreement '^  in  their  futures  operations, 
and  that  they  were  thus  able,  at  times,  unduly  to  influence  the  course 
of  futures  prices  to  their  own  advantage.  Such  criticisms  were  in 
some  instances  made  by  cotton  men  of  nigh  reputation  in  the  trade. 
The  commission  did  not  obtain  any  definite  proof  of  these  practices. 

ATTEMPTED  AGREEMENT  ON  SELLING  BASIS 

During  the  latter  part  of  June  and  early  part  of  July,  1922,  it 
appears  from  correspondence  obtained  by  the  commission  that  an 
effort  to  brin^  about  an  agreement  with  regard  to  selling  basis  (the 
number  of  points  on  or  off  futures)  to  southern  mills  was  made  by  at 
least  two,  and  possibly  three,  of  the  leading  cotton  firms. 

On  June  17,  1922,  George  H.  McFadden  &  Bro.  wrote  to  Harriss, 
Irby  &  Vose,  confirming  a  telephone  conversation  in  regard  to  new 
crop  basis,  giving  the  latter  their  basis  on  Texas  cotton  f.  o.  b.  Gal- 
veston and  on  upland  cotton  f.  o.  b.  Savannah. 
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On  June  28,  1922,  George  McFadden  wrote  Lamar  L.  Fleming,  of 
Anderson,  Clayton  &  Fleming:^ 

I  understand  your  firm  have  sold  about  35,000  bales  average  strict  middling, 
1  to  li  inch  western  cotton,  January  to  May  shipment,  to  southern  mills  at  175  on 
March,  while  we  are  offering  225  on  March. 

As  I  told  you  yesterdav,  I  think  the  competition  in  forward  business  should  be 
limited,  for  the  reason  that  if  the  larger  firms  would  substantially  agree  on  the 
basis  for  forward  shipments  that  they  could  sell  all  the  cotton  they  care  to  put  on 
their  books,  and  therefore  under  the  circumstances  it  seems  to  me  sensible  to 
endeavor  to  secure  as  high  a  basis  as  possible  on  this  for^^ard  business.     ♦     *     * 

I  have  written  Mr.  Bryant  and  Mr.  Rivers  to  cooperate  with  your  men  in 
Charlotte  and  Savannah,  as  I  think  by  cooperation  and  discussion  we  can  get 
better  results  than  would  otherwise  be  possible. 

It  appears  further  from  the  correspondence  that  upon  receipt  of 
this  letter,  Mr.  Fleming  telephoned  to  H.  N.  Smith,'  at  Charlotte, 
and  communicated  to  mm  Mr.  McFadden 's  complaint  with  regard 
to  the  southern  selling  basis  of  Anderson,  Clayton  &  Co.  The 
following  day,  June  29,  1922,  Mr.  Smith  wrote  Mr.  Fleming,  denying 
that  he  had  made  the  sales  referred  to  by  Mr.  Fleming.  At  the  same 
time  Mr.  Smith  sent  a  copy  of  his  letter  to  Mr.  Fleming,  to  W.  L. 
Clayton,  of  Anderson,  Clayton  &  Co.;  and  in  a  letter  to  Mr.  Clayton, 
dated  June  30,  1922,  Mr.  Smith  wrote  that  C.  B.  Bryant,  Charlotte, 
representative  of  George  H.  McFadden  &  Bro.,  had  called  upon  him 
and  had  suggested  that  they  stay  close  together  on  basis  and  keep 
it  as  high  as  possible. 

Mr.  Fleming,  on  June  30,  1922,  also  wrote  to  Mr.  Clayton  inclos- 
ing a  file  in  regard  to  mill  prices  in  the  Carolinas.  To  this  letter, 
Mr.  Clayton  rephed  on  July  4,  1922,  saying: 

As  I  have  several  times  told  McFadden,  we  are  glad  at  all  times  to  cooperate 
in  the  matter  of  basis,  exchange  information,  etc.,  but  I  do  not  believe  it  is  prac- 
ticable to  have  any  hard  and  fast  understanding  about  selling  basis,  because  it 
destroys  that  freedom  of  individual  action  which  is  so  necessary  in  the  cotton 
business. 

If  McFadden  and  ourselves  were  the  only  sellers,  it  would  be  a  different  story. 

On  the  same  date  Mr.  Clayton  also  wrote  Mr.  Smith  inclosing  a 
copy  of  the  above  letter  to  McFadden.  In  his  letter  to  Mr.  Smith, 
Mr.  Clayton  said,  in  part: 

I  think  we  are  going  to  have  a  pretty  stiff  basis  for  at  least  60  to  90  days, 
and  if  we  will  all  stick  to  it  and  demand  it,  I  think  we  will  get  it. 

In  view  of  the  other  letters  quoted  above,  the  use  of  the  word  ''  all " 
in  the  above  quotation  might  mean  Anderson,  Clayton  &  Co.,  and 
George  H.  McFadden  &  Bro.;  in  other  words,  both  firms  should 
*' stick  to  it."  Or  it  might  refer  to  aU  sellers  of  cotton.  Mr.  Clay- 
ton's explanation  is  that  ''  This  'all'  refers  to  all  our  selling  offices 
in  the  South,  *  *  *  all  of  which  offices  offer  cotton  for  Carolina 
mills  through  H.  N.  Smith,  our  Charlotte  representative." 

On  July  6,  1922,  Mr.  McFadden  wrote  to  Harriss,  Irby  &  Vose  to 
the  effect  that  he  believed  the  buying  basis  in  the  Carolinas  would 
be  high  as  compared  with  western  cotton  *'and  therefore  we  are 
rather  inclined  to  again  raise  our  basis." 

Richard  T.  Harriss,  of  Harriss,  Irby  &  Vose,  replied  to  the  above 
on  July  7,  1922,  to  the  effect  that  he  and  his  partners  ''concur  in 
your  views  as  to  the  possibility  of  a  high  basis  in  the  Atlantic  States." 

»  Anderson,  Clayton  &  Fleming  Is  a  separate  firm  from  Anderson,  Clayton  &  Co.    However,  all  the  part- 
ners in  the  former  firm  are  partners  in  tne  latter  firm,  except  L.  L.  Fleming. 
>  Agent  of  Anderson,  Clayton  &  Co. 
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In  the  same  letter  Mr.  Harriss  said: 

Should  we  later  on  begin  effecting  any  sales  to  southern  miHs  for  shipment 
from  the  Atlantics,  I  will  get  in  touch  with  some  of  your  partners  and  see  how 
our  basis  compares  with  yours. 

Upon  receipt  of  Mr.  Clayton's  letter  of  July  4,  1922,  referred  to 
above,  Mr.  Fleming  sent  a  copy  of  it  to  Mr.  McFadden.  The  latter 
wrote  Mr.  Fleming  on  July  10, 1922,  and  in  referring  to  Mr.  Clayton's 
letter  said,  in  part: 

I  entirely  agree  with  Mr.  Clayton  as  regards  the  basis,  as  it  is  impossible  to 
fix  any  standard  basis,  as  there  are  too  many  people  in  the  business  to  do  so,  but 
I  believe  it  is  to  our  mutual  interest  to  confer  with  you  in  discussing  all  questions 
in  which  we  are  mutually  concerned. 

Mr.  McFadden  then  went  on  to  say  he  had  sent  a  copy  of  Mr. 
Clayton's  letter  to  the  Charlotte  representative  of  George  H.  Mc- 
Fadden &  Bro. 

On  July  11,  1922,  Mr.  Fleming  wrote  Mr.  McFadden  that: 

There  is  no  question  but  that  it  is  good  policy  for  the  large  concerns  to  try  to 
work  in  harmony,  especially  from  the  head  offices,  but  where  those  boys  down 
on  the  spot  are  in  keen  competition,  I  doubt  the  advisability  of  telling  them  much 
beyond  letting  them  know  we  are  trying  to  keep  about  in  line  with  the  basis. 

Conmienting  on  the  above  correspondence,  W.  L.  Clayton  said: 

We  made  our  own  prices  absolutely  independently,  without  any  reference  to 
McFadden,  ♦  ♦  *.  We  were  our  own  masters  as  to  the  making  of  our  basis, 
and  could  change  it  overnight  or  as  often  as  we  pleased,  without  any  reference 
to  what  anyone  else  was  doing.  *  *  *  There  has  been  no  agreement,  under- 
standing, or  concerted  action  on  this  selling  basis  proposition.  I  think  our 
letters  show  that  we  regard  it  as  entirely  impractical.  Even  if  we  thought  it  was 
perfectly  legal  it  could  not  result  in  any  good  to  anybody. 

George  Stuart  Patterson,  one  of  the  partners  in  George  H.  Mc- 
Fadden &  Bro.,  stated,  among  other  thmgs,  in  a  signed  statement 
regarding  the  above-mentioned  letters,  that — 

It  is  absolutely  silly  for  any  two  firms  or  any  combination  of  firms  to  talk 
about  fixing  basis — agreeing  upon  a  common  basis  at  which  they  would  sell  to 
anybody.  The  competition  is  entirely  too  severe  in  the  cotton  business.  If  any 
such  agreement  were  to  be  made,  the  only  result  would  be  that  you  woidd  get  out 
of  business  and  the  other  p)eople  outside  the  agreement  would  get  the  business. 

Notwithstanding  these  statements,  it  would  seem  that  attempts 
were  made  to  bring  about  an  agreement  on  selling  basis  to  southern 
mills. 

COSTS  AND   PROFITS 

The  commission  obtained  the  financial  results  of  a  large  number  of 
cotton  merchants  covering  in  a  period  of  four  years  approximately 
10,000,000  bales  of  cotton.  Figures  were  also  obtained  from  six 
cooperative  marketing  associations  for  the  year  1922-23  covering 
something  over  500,000  bales. 

These  figures  show  that  during  the  four-year  period  the  reporting 
cotton  merchants  sold  about  10,000,000  bales  at  $133.66  per  bale, 
and  that  they  paid  for  this  cotton  $123.09  per  bale,  leaving  them  a 
gross  profit  of  $10.57.  Of  this  amount  $5.64  was  absorbed  by  general 
expenses,  and  future  losses  cost  $1.95  a  bale.  The  merchants  paid 
on  an  average  96  cents  a  bale  interest  charges  so  that  their  total  net 
income  was  $2.02  a  bale. 

The  rate  of  return  on  average  investment  of  reporting  merchants 
amounted  to  approximately  25  per  cent  before  including  future  results 
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and  to  about  15  per  cent  after  future  operations  are  included.  The 
rate  of  return  on  proprietary  investment  was  43  per  cent  without 
including  future  operations,  and  approximately  22  per  cent  alter 
taking:  future  transactions  into  account. 

A  comparison  of  the  results  of  merchants  by  size  groups  for  a  penod 
of  four  years  combined  is  more  favorable  to  merchants  m  the  smaller 
size  groups  than  to  those  handling  100,000  bales  a  year  and  over. 
Whether  it  be  gross  or  net  profit  per  bale,  operating  expense  per  bale, 
or  rate  of  return  on  investment,  the  results  of  one  or  more  of  the 
smaller  size  groups  are  better  than  those  of  reporting  merchants 

handling  over  100,000  bales.  .  •  -^u  *i. 

The  results  for  the  cooperative  concerns  in  comparison  with  those 
of  the  merchants  in  the  year  1922-23  were  not  unfavorable  to  the 
former  The  selling  price  of  three  nonstaple  cooperatives  («132.10 
per  bale)  was  somewhat  lower  than  the  average  of  35  cotton  merchants 
reporting  in  that  year  ($134.15),  but  the  gross  profit  taken  by  the 
merchants  amounted  to  slightly  over  $12,  whereas  the  gross  margm 
of  th'3  cooperatives  amounted  to  only  $7.12.  Out  of  these  gjoss 
margins  the  cooperatives  paid  a  slightly  higher  expense  per  bale 
than  did  the  merchants,  the  figures  being  $5.57  for  the  cooperatives 
and  $5.26  for  the  merchants.  They  also  paid  54  cents  per  bale  higher 
interest  charges.  The  merchants,  however,  lost  $5.47  a  bale  on 
futures,  and  theu-  net  income  amounted  to  32  cents  a  bale.  As  a 
result  the  growers'  equity  shown  by  the  cooperatives  amounted  to 
$124.98  as  compared  with  a  price  of  $122.09  paid  by  the  merchants  for 
their  cotton,  a  difference  of  about  $3  per  bale  in  favor  of  the  coopera- 
tives. Moreover,  the  cost  of  the  cotton  to  the  merchants  reportmg 
does  not  represent  the  price  paid  the  grower,  since  much  of  this  cotton 
was  undoubtedly  purchased  from  local  dealers.  In  consequence  the 
merchant's  buying  price  is  higher  than  that  obtained  by  the  producer. 
These  results  can  not  be  regarded  as  conclusive,  except  for  1922-23. 
The  comparison  can  be  made  only  for  this  year,  due  to  the  lack  of  data 
on  the  cooperatives. 

THE   FUTURE   CONTRACT  AND  DEUVERIE8 

The  future  contract  may  be  defined  as  an  agreement  on  the  part 
of  the  seller  to  deliver  and  of  the  buyer  to  receive  and  to  pay  a 
certain  price  for  a  certain  kind  and  quantity  of  a  commodity  at 
some  specified  future  time  under  conditions  prescribed  by  an  exchange 
or  understood  in  the  trade.  In  cotton  futures  these  conditions  must 
be  in  harmony  with  the  United  States  cotton  futures  act. 

The  forms  for  the  contract  required  by  the  two  Drincipal  exchanges 
are  practically  alike.  The  contract  specifies  middling  cotton  at  a 
certain  price  per  pound,  but  provision  is  made  for  the  delivery  of 
other  grades  with  adjustment  in  price  m  accordance  with  the  pro- 
visions of  the  futures  act.  The  seller  has  the  option  as  to  the  day 
of  delivery  within  the  stipulated  month  and  also  the  option  as  to 
grades  delivered  within  the  range  specified  by  the  act.       .    ^      ,  ,  ^ 

The  general  form  and  content  of  contract,  therefore,  is  fi^ed  by 
the  United  States  cotton  futures  act  and  rules  of  the  exchanges 
The  chief  purpose  of  these  rules  is  to  establish  uniform  usages  and 
promote  equitable  trading  among  exchange  members.     It  is  believed 
by  the  Cbmmission  that  in  at  least  one  important  respect— i.  e.,  m 


respect  to  default  in  delivery  on  futures  contracts — the  rules  of  the 
two  large  exchanges.  New  York  and  New  Orleans,  are  inadequate, 
unnecessarily  severe,  and  indeed  tend  to  facilitate  squeezes.  It  is 
believed  that  if  the  rules  were  more  along  the  hnes  of  those  of  the 
grain  exchanges  considerable  amelioration  of  the  effects  of  comers 
and  manipulation  would  result.  Under  rules  of  the  Chicago  Board 
of  Trade,  for  example,  a  member  defaulting  on  a  future  contract 
must  pay  a  price  held  to  be  the  true  commercial  value  of  the  actual 
grain  and  must  also  pay  as  liquidated  damages  a  penalty  of  from 
1  per  cent  to  10  per  cent  of  this  value.  Cases  of  default  are  handled 
by  a  special  committee  appointed  by  the  president  of  the  exchange, 
which  determines  the  price  to  be  paid  and  the  amount  of  the  penalty. 

Before  tendering  cotton  on  a  future  contract  at  New  York  or  New 
Orleans  the  cotton  must  be  weighed  by  the  exchange  and  classed 
and  graded  by  the  Federal  Government  through  its  boards  of  cotton 
examiners,  one  of  which  is  located  at  each  of  these  markets. 

The  future  contract  being  a  basis  middling  contract,  settlement  for 
grades  other  than  middling  must  under  the  law  be  made  at  the  pre- 
vailing differences  on  or  off  the  price  of  the  basis  grade  (middling), 
according  as  the  grades  tendered  are  above  or  below  middling.  The 
accurate  determination  of  the  grade  of  cotton  tendered  is  of  great 
importance.  It  is  the  primary  function  of  the  United  States  boards 
of  cotton  examiners  to  make  this  determination  and  to  certify  either 
that  the  cotton  is  or  is  not  tenderable  on  future  contract.  The 
services  of  these  boards  are  also  used  at  times  in  settling  disputes 
as  to  grades  of  cotton. 

For  the  years  1918-19  to  1921-22  the  volume  of  trading  in  cotton 
futures  ranged  from  104,000,000  to  124,000,000  bales,  or  several 
times  the  size  of  the  crop  in  every  year.  Of  this  total  trading  from 
67,000,000  to  78,000,000  bales  were  on  the  New  York  Cotton  Ex- 
change. As  compared  with  the  extent  of  trading  the  deliveries  were 
relatively  insignificant,  the  maximum  being  648,790  bales  in  the  last 

year  of  the  period  1919-20  to  1921-22. 

»■ 

DIFFERENCES    APPLICABLE    ON    CONTRACT   SETTLEMENTS 

The  cotton  futures  contract  is  a  basis-middling  contract.  It  pro- 
vides for  the  delivery  of  a  specified  quantitjr  of  cotton  at  a  specified 
price  for  middling,  the  seller  having  the  privilege  of  delivering  any 
one  or  more  of  certain  other  grades  tenderable  under  the  cotton 
futures  act,  at  differences  determined  under  provisions  of  the  act. 
These  differences  are  additions  to  the  middling  price  for  grades 
above  and  deductions  from  the  middling  price  for  grades  below. 

Since  the  buyer  must  receive  any  legally  tenderable  grades  offered 
him  in  fulfillment  of  the  contract,  the  amount  of  the  differences  is 
of  great  importance  to  him.  This  is  because  the  grades  which  in  the 
light  of  spot  values  are  most  overvalued  by  the  differences  will  tend 
to  be  defivered  by  the  seller.  The  expectation  of  the  delivery  of 
overvalued  grades  leads  the  buyer  to  pay  less  for  the  contract  than 
he  otherwise  would.  Such  a  discount  not  only  appears  in  the  de- 
Uvery  month'  but  is  reflected  back  into  earher  months,  and  to  the 
extent  that  it  is  a  fluctuating  factor  renders  the  contract  unsatis- 
factory as  a  hedging  facihty. 
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The  cotton  futures  act  of  1914,  among  other  thinp,  provided  for  the 
establishment  of  standards  in  grades  of  cotton,  for  a  restnction  of 
deUveries  on  future  contracts  to  specified  grades,  and  for  a  basis 
future  contract,  requiring  that  in  settlement  of  such  a  contract  for 
grades  other  than  the  basic  grade  commercial  differences  should  be 
used.  When  grades  other  than  middling  are  delivered  on  the  future 
contract  on  an  exchange  located  at  a  bona  fide  spot  market  (designated 
as  such  by  the  Secretary  of  Agriculture),  the  differences  above  or 
below  the"^  contract  price  which  the  receiver  pays  for  such  grad^ 
must,  under  the  cotton  futures  act,  be  the  actual  commercial  dif- 
ferences established  bv  the  sale  of  spot  cotton  in  the  spot  market 
where  the  future  transactions  occur.  If,  however,  the  future  exchange 
is  not  so  located,  the  differences  used  must  be  the  average  of  the 
actual  commercial  differences  of  not  less  than  five  bona  fide  spot 
markets  designated  by  the  Secretary  of  Agriculture. 

Since  New  York  is  not  deemed  qualified  under  the  act  to  be  desig- 
nated as  a  bona  fide  spot  market,  the  differences  required  to  be  used 
in  settlement  of  its  future  contract  are  those  found  by  taking  an 
average  of  actual  commercial  differences  in  the  designated  spot 
markets  (at  present  10  in  number),  while  the  differences  required  for 
the  New  Orleans  contract  are  the  actual  commercial  differences 
prevailing  in  the  New  Orleans  spot  market. 

DELIVERY   MONTHS   DISCOUNTS 

The  discoimt  of  the  delivery-month  future  price  imder  the  spot 
price  for  the  same  month  covering  the  period  since  1908  has  been 
calculated  for  both  New  York  and  New  Orleans.  From  August, 
1908,  until  August,  1914,  the  spread  is  fairly  uniform  on  each  market, 
increasing  slightly  toward  the  close  of  the  period.  As  between  the 
two  markets  it  is  generally  less  on  the  New  Orleans  exchange,  where 
it  frequently  appears  as  a  small  premium  of  the  future  over  the  spot. 
Soon  after  the  beginning  of  trading  in  the  new  contract  imder  the  cot- 
ton futures  act  in  1915,  there  was  a  slight  narrowing  of  the  spread  on 
both  exchanges  and  a  somewhat  greater  regularity  than  previously 
on  the  New  York  exchange.  In  the  latter  part  of  1917  the  spread, 
m  the  form  of  a  discount,  increased  on  both  exchanges,  contmuing 
wide  for  the  most  part  until  almost  the  close  of  1920,  when  the 
spread  resumed  more  nearly  its  breadth  and  direction  prior  to  1918. 

The  wide  and  highly  fluctuating  discount  of  spot-month  futures 
on  both  exchanges  during  the  greater  part  of  the  calendar  years  1918, 
1919,  and  1920,  may  be  ascribed  largely  to  two  conditions:  (1)  War 
and  after  war  conditions  caused  premiums  for  immediate  and  prompt 
deliveries,  and  the  discount  of  the  far  months,  as  compared  with  the 
spot  price,  was  accordinglv  large  during  this  period;  (2)  overvaluation 
of  grades  deliverable  on  future  contract,  arising  from  incorrect 
differences  would  appear  to  be  another  cause  of  these  discounts. 

EVIDENCES  OF  INCORRECT  DIFFERENCES 

Evidences  of  incorrect  differences  employed  on  the  New  York 
Cotton  Exchange  in  the  settlement  of  the  futures  contract  are  found 
in  the  wide  variations  in  the  differences  of  the  10  designated  spot 
markets  since  1914.     The  range  of  the  variation  for  good  ordinary 


cotton  was  530  points  at  one  time  in  1918  while  this  grade  was  still  ten- 
derable  on  future  contracts.  On  low  middling  there  was  a  variation 
between  the  spot  market  having  the  highest  difference  and  that 
having  the  lowest,  of  555  points  on  July  1,  1918,  and  on  good  mid- 
dling of  225  points  on  June  1,  1920.  As  recently  as  November  1, 
1923,  there  was  a  variation  on  low  middling  of  100  points  and  on  good 
middling  of  50  points. 

Two  important  reasons  for  the  variations  between  the  quotations 
of  any  two  spot  markets  for  the  same  day  are,  first,  that  tne  quota- 
tions of  at  least  one  of  the  markets,  due  to  methods  used,  are  incor- 
rect, and  second,  that  market  conditions  are  unlike.  The  latter 
reason,  however,  will  not  account  for  a  persistent  spread  in  the  same 
direction  as  between  the  spot  prices  for  middling  in  adjacent  markets, 
if  the  spread  considerably  exceeds  normal  handling  and  transportation 
charges  as  between  the  two  markets.  The  same  may  be  said  of  the 
variations  between  differences  where  middling  prices  are  practically 
alike.  On  the  other  hand,  methods  of  quoting  the  markets  are  so 
different  and  types  of  sale  and  description  of  cotton  so  frequently 
unhke  that  spreads  in  quotations  may  easily  be  due,  in  consiaerable 
part,  to  the  methods  used  in  arriving  at  the  quotation. 

Only  5  of  the  10  designated  spot  exchanges  require  their  members 
to  report  for  quotation-making  purposes  detailed  information  on  all 
spot  transactions,  as  apparently  contemplated  by  the  cotton  futures 
act  and  the  regulations  thereunder.  Where  such  information  is 
required,  its  extent  greatly  varies.  One  exchange  requires  quantity, 
grade,  staple,  and  price  to  be  reported,  and  others  only  some  two  or 
three  of  tnese  items.  The  use  made  of  reported  price  information 
by  the  quotation  conmiittee  also  varies.  Some  make  it  merely  a 
basis  for  a  judgment  of  the  committee  as  to  what  the  quotation 
should  be,  others  making  it  the  basis  for  a  computed  quotation. 
There  are  great  differences  between  the  markets  m  respect  to  the 
character  of  the  transactions  upon  which  quotation-making  informa- 
tion is  required  and  for  which  quotations  are  issued.  These  differ- 
ences refer,  in  part,  to  size  of  lot,  to  even-running  or  round-lot  sales, 
to  character  of  grade  and  staple,  and  to  the  inclusion  of  basis  middling 
and  to-arrive  sales.  Even  though  quotations  are  based  upon  actual 
transactions  and  accurately  reflect  the  market,  quotations  made 
under  such  dissimilar  conditions  and  for  cotton  oi  such  dissimilar 
description  can  not  be  as  consistent^'  combined  into  one  average  for 
severtu  markets  as  they  could  be  if  the  sales  were  made  under  identical 
conditions. 

In  arriving  at  the  quotation  for  middling  six  exchanges  establish 
what  they  regard  as  the  prevailing  basis  for  the  day  which  they 
apply  to  the  New  York  closing  future,  thus  establishing  a  closing 
spot  quotation.  The  remaining  four  exchanges  establish  quotations 
for  middling  from  information  of  flat  prices  on  actual  sales,  though 
one  of  these  at  times  takes  into  consideration  the  New  York  closing 
future.  Of  those  exchanges  requiring  quotation-making  information 
from  their  members,  only  one  classes  the  cotton  (through  its  quota- 
tion committee),  the  sale  price  of  which  contributes  to  the  determi- 
nation of  the  Quotation.  IVo  require  both  buyer  and  seller  to  report 
price  and  grade,  a  method  of  verification  not  satisfactory  in  respect 
to  determining  the  grades.  Only  two  exchanges  establisn  the  differ- 
ences from  ascertained  prices  of  all  grades  sold,  or,  in  the  absence  of 


lit 


i 


i 


12 


THE  COTTON   TRADE 


sales,  from  values  established  under  the  regulations  prescribed  by  the 
Secretary  of  Agriculture.  The  usual  practice  is  for  the  committee, 
either  from  the  information  it  casually  acquires  on  prevailing  differ- 
ences, or  bv  special  canvas  of  exchange  members  from  time  to  time, 
to  continue  or  revise  differences  as  conditions  seem  to  demand. 
Only  one  exchange  has  a  special  difference  revision  committee  whose 
personnel  and  term  of  office  differ  from  those  of  the  quotation  com- 
mittee. There  is  no  uniformity  of  procedure  as  between  the  different 
markets  in  the  making  of  quotations  when  no  sales  of  a  particular 
grade  or  of  any  grades  are  made.  In  many  markets  differences  are 
continued  until  challenged  and  shown  to  the  satisfaction  of  the  com- 
mittee to  be  wrong.  The  revision  thus  comes  about  in  various  ways 
and  with  varying  degrees  of  promptness. 

In  view  of  the  great  variation  between  markets  in  the  volume  of 
sales  on  any  given  day,  it  is  a  question  whether  the  results  of  com- 
bining the  ^differences  for  the  several  exchanges  by  way  of  simple 
averaging  is  altogether  satisfactory.  In  some  markets  no  sales  occur 
for  days  at  a  time.  In  the  crop  year  of  1922-23  there  were  143 
business  days  when  one  of  the  ten  designated  markets  made  no  sales 
and  211  business  days  when  no  sales  or  sales  of  less  than  100  bales 
were  made.  When  no  sales  of  any  grades  are  mad?  for  long  periods 
it  is  hardly  possible  to  arrive  at  an  accurate  quotation  even  by  the 
most  careifufiy  worked  out  methods.  To  give  a  quotation  under 
such  conditions  equal  weight  with  one  based  on  a  large  number  of 
actual  sales  is  open  to  serious  question. 

DELIVERABLE   GRADES 

Both  prior  and  subsequent  to  the  passage  of  the  United  States 
cotton  futures  act  proposals  have  been  made  looking  to  the  revision 
of  the  grades  of  cotton  deliverable  on  contract.  Most  of  them  nriay 
be  grouped  into  the  following  five  classes:  (1)  Proposals  for  specific 
grade  contracts;  (2)  proposals  for  specific  group  grade  contracts;  (3) 
proposals  for  decreasing  the  range  of  deliverable  grades;  (4)  proposals 
for  increasing  the  range  of  deliverable  grades;  (5)  proposals  for 
restricting  the  number  of  grades  deliverable  on  any  one  contract  but 
without  restricting  the  range  of  deliverable  grades. 

One  basic  argument  of  the  advocates  of  any  system  of  dealing  in 
futures  is  the  reduction  or  offsetting  of  the  speculative  risk,  involved 
in  the  handling  of  the  actual  commodity,  by  hedging.  The  future 
contract,  therefore,  it  is  claimed,  should  afford  a  reduction  in  risk  to 
such  merchants  and  spinners  as  choose  to  take  advantage  of  it. 
Satisfactory  hedging,  so  it  is  contended,  implies  the  maintenance  of  a 
relatively  stable  relationship  between  spot  and  future  prices.  From 
this  point  of  view  the  unportant  criterion  to  be  observed  in  any 
revision  of  deliverable  grades  is  the  maintenance  of  such  a  stable 
relationship  in  order  that  hedgers  may  not  suffer  loss  from  widely 
fluctuating  differences  between  spots  and  futures.  The  regulations 
surrounding  the  trading  in  futures  should  give  protection  to  the 
legitimate  use  of  the  hedge,  but  they  should  be  so  framed  that  in 
aS^omplishing  this  result  they  do  not  afford  a  medium  for  exacting 
a  return  not  implied  by  the  true  use  of  the  contract  for  hedging. 
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It  is  claimed  by  hedgers  that  the  adoption  of  a  form  of  future  con- 
tract calling  for  the  delivery  of  a  specific  grade  on  each  contract  would, 
if  the  future  system  survived,  divide  the  volume  of  trading  among  a 
variety  of  contracts  and  would  render  price  fluctuations  more  extreme, 
while  the  small  supply  of  certain  grades  would  greatly  increase  the 
risk  of  manipulation  and  danger  of  severe  losses  to  sellers  of  such 
contracts. 

GROUP   GRADE   CONTRACTS 

The  group  grade  contract  arranges  the  present  deliverable  grades 
in  groups  and  would  require  that  traders  specify  one  of  these  groups, 
or  tf  not  specified  a  certain  group  is  designated.  If  the  grade  in 
each  group  to  be  used  as  the  basis  of  settlement  is  not  specified  by  the 
contracting  party,  one  of  the  grades  in  the  group  is  designated  as 
applying.  In  addition  the  plan  would  require  that  at  least  one-third 
of  the  deliveries  on  the  contract  be  of  basis  grade  and  the  remainder 
of  any  of  the  four  grades  of  the  group  in  which  the  trade  is  made. 

While  a  few  spinners  are  inclined  to  view  this  form  of  contract 
with  considerable  favor  the  great  majority  are  opposed  to  it,  as  are 
also  practically  all  of  the  merchants.  The  weight  of  opinion  of  both 
merchants  and  spinners  is  that  this  form  of  contract  would  not  ap- 
preciably increase  the  quantity  of  cotton  taken  by  mills  on  future 
contracts,  and  that  there  is  danger  that  any  such  contract  would 
render  the  future  market  less  satisfactory  for  hedging. 

There  seems  to  be  no  good  reason  for  doubting  that  such  a  contract 
would  increase  the  price  of  the  future,  but  it  does  not  follow  that  it 
would  increase  the  price  of  spot  cotton  to  the  producer,  as  is  some 
times  claimed.  If,  according  to  the  current  argument  of  the  trade, 
the  ability  to  hedge  reduces  risk  and  enables  the  merchant  to  pay  a 
higher  price  to  the  producer  the  contract  under  discussion  would  tend 
to  decrease  rather  than  increase  the  price  paid  the  grower  through 
rendering  hedging  facilities  less  economical  and  satisfactory. 

CHANGING  THE  RANGE  OF  DELIVERABLE  GRADES 

It  is  contended  that  decreasing  the  range  of  grades  at  present  de- 
liverable on  contract  would  tend  to  raise  the  price  of  the  contract 
in  relation  to  spot  cotton  and  thus  to  bring  futures  more  closely  in 
line  with  spots.  The  objection  urged  to  such  a  plan  is  the  increased 
danger  of  squeezes,  because  sellers  might  not  be  able  to  get  the  speci- 
fied grades  they  agreed  to  sell. 

As  regards  hedging,  the  result  to  be  desired  chiefly  is  a  more  stable 
relationship  of  spots  and  futures  rather  than  any  increase  in  the  value 
of  the  contract,  unless  the  latter  would  by  chance' result  in  the  former. 
Owing  to  the  possibility  of 'squeezes  just  referred  to,  this  result  is  not 
to  be  expectea  from  a  decrease  in  deliverable  grades. 

The  proposal  of  certain  members  of  the  cotton  trade  to  increase 
the  number  of  grades  now  deliverable  on  contract  can  be  traced  in 
part  to  a  desire  to  stop  squeezes.  If  a  larger  number  of  grades, 
particularly  the  lower  ones,  are  deliverable,  holders  of  long  contracts, 
80  it  is  claimed,  are  not  so  likely  to  squeeze  the  market  on  account 
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of  the  possibilitv  of  being  obliged  to  take  delivery  of  large  quantities 
of  this  lower  ^ade  cotton.  While  from  this  point  of  view  such  a 
revision  would  tend  to  reduce  the  possibility  of  bull  manipulation, 
it  is  contended  that  there  is  grave  danger  that  it  would  impair 
hedging  facilities  bv  affecting  unfavorably  the  spot-future  spread. 
The  lower  grades  not  now  deliverable  are  largelv  specialties  which 
can  not  be  readily  handled  by  all  concerns,  and  the  possibility  of 
receiving  such  cotton  on  contract  would,  it  is  argued,  diminish 
greatly  the  desirability  of  such  a  contract  from  the  standpoint  of 
the  buyer. 

CONTIGUOUS  GRADE  CONTRACTS 

A  contiguous  grade  contract  refers  to  one  on  which  the  delivery 
may  consist  of  not  more  than  three  contiguous  or  adjacent  grades, 
the  adjacent  grades,  however,  being  any  three  of  the  range  of  grades 
now  deliverable. 

It  is  contended  that  such  a  contract  would  prevent  the  delivery 
of  miscellaneous  bales  of  cotton  known  in  the  trade  as  "  overs.  ' 
It  is  further  contejuled  that  it  would  be  particularly  disadvantageous 
to  the  small  merchant  if  he  were  prevented  from  deUvering  these 
*' overs"  on  contract,  as  he  may  do  at  present. 

This  inability  to  deliver  on  a  futures  contract  a  miscellaneous  lot 
of  ''  overs"  can  not  be  regarded  as  a  serious  objection  to  a  contiguous 
grade  contract,  if  the  primary  function  of  the  futures  market  is  to 
afford  a  proper  hedging  facility.  As  regards  the  second  objection, 
namely,  that  it  would  be  disadvantageous  to  the  small  merchant, 
it  should  be  noted  that  the  small  merchant  tenders  very  little  cotton 
on  contract  (and  the  growers  none),  and  that  any  disadvantage  he 
might  have,  through  inability  to  dehver  his  overs  on  a  contiguous 
grade  contract,  would  more  tJian  likely  be  offset  by  the  fact  that  he 
would  receive  a  more  merchantable  lot  of  cotton  when  taking  delivery 
on  such  a  contract.  A  reduction  in  the  size  of  the  contract  delivery 
from  100  to  say  50  bales  might,  however,  prove  of  some  advantage  * 
to  the  small  dealer  under  sucn  a  contract. 

Another  objection  made  to  this  kind  of  contract  is  the  expense 
involved  in  the  classing  out  of  cotton  into  such  contiguous  grade 
lots,  but  the  dealer  customarily  classes  out  his  cotton  into  sucn  lots 
for  sale  in  the  spot  market,  so  that  this  is  not  a  serious  objection. 

It  may  be  objected  also  that,  with  a  contiguous  grade  contract,  the 
possibilities  of  corners  and  squeezes  are  increased,  but  with  southern 
dehvery  on  New  York  contracts  the  tendency  to  squeezes  would  be 
greatly  lessened,  if  not  eliminated,  and  this  contiguous  ^ade  pro- 
vision would  in  some  measure  counterbalance  the  new  option  of  the 
seller  as  to  place  of  dehvery. 

The  chief  argument  in  favor  of  the  contiguous  grade  contract  is  the 
increased  mercnantHbility  of  the  delivery.  At  the  present  time  each 
contract  lot  may  be  composed  of  several  different  grades  which  can 
not  be  resold  to  the  best  advantage  as  spot  cotton  on  account  of 
variety.  To  the  buyer  with  large  stocks  tnis  may  not  be  important 
since  he  can  easily  re-sort  into  contiguous  lots  and  resell  in  the  spot 
market.  With  the  smaller  dealer,  however,  it  is  otherwise.  The 
relatively  greater  merchantability  of  the  contiguous  grade  dehvery 
would  tend,  as  previously  indicated^  to  enable  smaller  dealers  to  take 
up  cotton  on  contract  and  resell  it  in  the  spot  market  to  afdvantage. 


This  might  have  some  effect  in  introducing  an  added  element  of  com- 
petition into  the  cotton  business.  The  contiguous  grade  contract 
may  be  advocated  as  a  means  of  improving  the  hedging  facilities  of 
the  cotton  futures  market  by  increasing  the  merchantability  of  the 
delivery.  It  is  probably  true  that  such  a  contract  woukl,  taken 
alone,  render  the  future  market  somewhat  more  susceptible  to 
squeezes.  For  this  reason,  therefore,  it  is  doubtful  whether  any  such 
change  should  be  made  except  as  the  accompaniment  of  southern 
warehouse  deliveries,  as  already  stated.  It  may  be  argued  that 
southern  delivery  is  impracticable  without  such  a  contiguous  grade 
contract  on  account  of  the  disadvantage  to  the  small  seller,  of  being 
compelled  to  receive  mixed  and  ill  assorted  lots  of  cotton  at  a  variety 
of  delivery  points.  Under  southern  delivery  the  ability  of  the 
larger  dealers  to  manipulate  the  futures  market  by  exploiting  deliv- 
eries should  be  lessened,  if  a  more  merchantable  delivery  consisting 
of  three  contiguous  grades  is  employed  than  if  the  present  contract 
is  continued. 

SOUTHERN   DELIVERIES    ON    NEW    YORK   CONTRACTS 

The  cotton  trade  has  for  many  years  considered  the  possibilities 
of  deliveries  on  New  York  future  contracts  at  certain  poiats  in  the 
South,  commonly  called  '^southern  warehouse  deliveries."  In  the 
early  summer  of  1923  a  committee  was  appointed  by  the  New  York 
Cotton  Exchange  to  ascertain  some  means  of  overcoming  the  faults 
of  the  New  York  cotton  market,  concerning  which  the  exchange 
and  its  members  liad  received  so  much  complaint  from  merchants 
and  spinners.  The  complaints  were  to  tlie  effect  that  the  New  York 
cotton  futures  market  was  frequently  manipulated  and  did  not,  in 
consequence,  furnish  a  satisfactory  hedge.  This  committee  decided 
to  study  the  possibilities  of  southern  warehouse  deliveries  first  as  it 
was  believed  this  proposal  had  more  advantages  than  any  other 
scheme. 

The  commission  found  that  the  sentiment  of  the  cotton  trade  as 
a  whole  is  in  favor  of  southern  deliveries,  but  it  should  be  noted  that 
this  feeling  is  by  no  means  unanimous.  There  is  a  strong  belief  in 
the  trade  that  a  similar  system  should  be  applied  to  New  Orleans. 
This  report,  however,  is  more  particularly  concerned  with  its  applica- 
tion to  New  York.  It  is  quite  generally  held  by  the  trade  that  the 
manipulation  of  New  York  futures,  usually  manifested  by  a  squeeze 
of  the  near  position  (or  near  option)  will  be  eliminated,  or  largely  so, 
by  adoption  of  southern  warehouse  deliveries  on  New  York  con- 
tracts. These  squeezes  affect  price  relationships  and  consequently 
numerous  traders.  Some  favor  southern  dehveries  because  they 
believe  the  plan  will  restore  New  York  as  a  spot  cotton  market,  but 
this  view  is  not  general;  in  fact,  many  believe  it  will  result  in  a 
lessening  of  the  spot  cotton  business  at  New  York.  Many  contend 
that  this  ia  desirable  because  of  the  heavy  expense  of  handling 
cotton  at  New  York.  It  has  been  stated  that  cotton  sent  to  New 
York  to  be  put  on  contract  when  exported  costs  about  $4  per  bale 
more  than  cotton  exported  directly  from  southern  ports. 

The  tentative  plan  of  the  committee  of  the  New  York  Cotton 
Exchange  studying  the  subject  of  southern  deliveries  contains,  among 
the  more  important  points,  the  following:  The  committee  proposes 
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to  limit  the  delivery  of  cotton  on  New  York  contracts  to  five  southern 
seaports,  deliveries  at  these  ports  to  be  at  a  differential  under  New 
York  approximating  the  handling  costs  at  southern  ports  plus  freight 
to  New  York.  Under  the  plan  all  papers  and  documents  in  connec- 
tion with  deliveries  would  be  handled  at  New  York  and  the  mspec- 
tion  and  certification  would  be  made  by  representatives  of  the  United 
States  Department  of  Agriculture.  The  committee  decided  ten- 
tatively that  no  change  should  be  made  as  to  the  grades  deliverable 
on  contract.  There  was  a  strong  feeling  on  the  part  of  some  mena- 
btis  of  the  committee,  however,  that  the  contract  should  provide 
for  a  three  contiguous  grade  delivery  as  an  offset  to  the  increase  in 
option  given  the  seller  by  the  choice  of  points  at  which  he  may  make 
delivery,  and,  furthermore,  because  it  was  thouojht  that  such  a  con- 
tract would  furnish  better  protection  to  the  small  merchant. 

There  are,  of  course,  many  arguments  for  and  against  southern 
deliveries.  The  one  on  which  most  emphasis  is  placed  by  opponents 
of  the  plan  is  that  it  will  result  in  bear  manipulation,  because  the 
delivery  points  would  be  in  the  South,  where  large  quantities  of 
cotton  are  available.  Supporters  of  the  plan  contend  that  if  anyone 
attempted  to  bear  the  market  there  would  be  plenty  of  buyers,  in- 
cluding small  merchants  who  do  not  now  take  dehvery,  who  would 
buy  contracts  and  take  up  the  cotton;  in  fact,  ju3t  as  is  done  now 
whenever  merchants  believe  future  prices  to  be  low  as  compared  with 

It  is  stated  by  some  opponents  of  the  plan  that  it  will  result  in 
lower  prices  being  paid  to  growers,  because  the  near  positions  would  be 
at  a  discount  under  the  far  months  and  prices  paid  to  growers  are  based 
upon  the  near  months.  This  is  not  admitted  by  supporters  of  the 
plan  who  hold  that  the  near  months  would  not  be  depressed  thereby 
and  that  the  grower  would  not  be  paid  lower  prices,  because  there 
is  ample  competition  of  buyers.  .     .      ,  .      j        n 

The  multiplicity  of  delivery  points,  it  is  claimed,  will  prevent 
arrangements  in  advance  for  freight  space  since  the  receiver  of  cotton 
on  the  future  contracts  will  not  know  where  the  cotton  is  to  be  de- 
livered. This  appears  to  be  an  admitted  objection,  but  not  of  suf- 
ficient importance  for  abandoning  the  plan.  The  question  of  the 
differences  to  be  used  is  also  of  importance.  Opponents  of  the  pro- 
posal hold  that  it  will  be  difficult  to  work  out  a  system  that  will  be 
fair.  The  commission  believes  the  matter  of  differences  under  any 
system  is  of  great  importance  and  that  this  question,  therefore, 
should  be  very  carefully  considered  in  connection  with  southern 

deliveries.  ,     ,       .,       ,  n    •      xi!    i 

It  is  believed  by  some  m  the  trade  that  the  plan  will  mve  the  larger 
merchants  a  larger  advantage  over  the  smaller  firms  than  they  now 
enjoy;  and  that  the  larger  firms  will  be  able  to  take  advantage  of  all 
the  alleged  objections  to  the  plan,  whereas  the  smaller  firms  will  be 
unable  to  do  so,  and  will  consequently  suffer.  This  is  denied  not 
only  by  the  larger  firms  favoring  the  proposal  but  by  many  smaller 

Some  of  the  other  arguments  against  southern  deUveries,  which  are 
contradicted  by  those  favoring  the  plan,  are  the  difficulty  of  financing 
cotton  received  on  contract  at  the  southern  deUvery  points;  the  fear 
of  some  members  of  the  New  Orleans  Cotton  Exchange  of  injury  to 


that  market;  the  fear  that  it  will  result  in  discouraging  speculation; 
the  fear  that  it  will  result  in  legislation  harmful  to  the  cotton  trade. 

ABOLITION    OF    NEW    YORK    DELIVERIES 

It  is  held  by  some  cotton  merchants  that  under  a  system  of  south- 
em  deliveries  on  New  York  contracts,  defiveries  at  New  York  should 
be  prohibited  for  the  following  reason^:  If  deliveries  are  permitted 
at  New  York  it  will  probably  have  a  depressing  effect  upon  future 
prices,  because  New  York  is  an  undesirable  place  to  receive  cotton 
and  some  trader  or  traders  would  make  defiveries  at  that  point  solely 
as  a  means  of  depressing  the  market.  Furthermore,  it  is  feared  that 
cotton  from  the  New  England  mill  district  would  be  tendered  at 
New  York  at  times  of  poor  demand  and  this  would  have  a  depressing 
effect  upon  the  future  price  not  justified  by  the  general  demand  for 
spot  cotton.  To  prohibit  deliveries  at  New  York  would  injure  that 
market  according  to  some  members  of  the  New  York  Cotton  Ex- 
change and  also  would  have  an  immecUately  unfavorable  effect  upon 
the  business  of  some  cotton  firms.  It  is  befieved,  however,  by  many 
others  who  favor  southern  deliveries  that  the  plan  for  southern  de- 
livery would  in  any  case  largely  eUminate  defiveries  at  New  York 
and  this  would  also  affect  adversely  the  business  of  such  firms. 

SOUTHERN   DELIVERY   IN   THE   LIGHT   OF  STATISTICS 

Certain  phases  of  the  problem  of  southern  dehvery  can  be  dealt 
with  to  advantage  by  statistics,  especially  by  a  study  of  prices. 
The  test  of  the  presence  of  a  squeeze  is  the  degree  of  artificiality  in 
the  price  for  the  time  being.  The  tendency  of  the  futures  to  show 
discounts  is  another  statistical  problem  having  an  important  bearing 
on  the  question  of  southern  deliveries.  The  tendency  to  discounts 
is  evident  not  only  in  the  comparative  prices  of  spots  and  futures 
but  also  in  the  frequency  with  which  the  far  options  are  under  the 
near  options  when  certain  general  economic  causes  might  be  expected 
to  bring  about  an  opposite  relation. 

Both  squeezes  and  discoimts  are  more  frequent  or  more  strongly 
manifested  in  New  York  cotton  futures  than  in  New  Orleans  cotton 
futures.  Both  these  conditions  affect  unfavorably  the  hedging  use 
of  futures.  Although  a  cotton  merchant  may  sometimes  have 
occasion  to  make  use  of  the  long  side  of  the  market  for  hedging  pur- 
poses, in  general  the  hedges  of  cotton  merchants  are  short  hedges. 
It  is  the  traders  on  the  short  side  of  the  market  who  suffer  in  a 
squeeze.  But  a  merchant  owning  cotton  protected  by  a  short 
hedge  would  be  little  affected  by  a  squeeze  if  he  could  deliver  the 
cotton  on  the  hedge.  The  possibility  of  doing  this  is  not  facilitated 
by  the  location  of  the  New  York  market  nor  by  the  quantity  of  spot 
cotton  handled  there.  The  short  hedger  is  also  imfavorably  affected 
by  discounts  on  the  futures,  because  the  spots  and  futures  tend  to 
come  together  in  the  delivery  month  and  the  narrowing  of  the 
discount  inflicts  loss  on  him.  *  If  the  short  hedger  puts  his  hedges 
in  the  fars  when  at  a  discount  under  the  nears  in  order  to  avoid 
squeezes,  he  is  exposing  himself  to  a  greater  loss. 

98599t— S.  Doc  100, 6^1 3 
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Certain  figures  compiled  for  the  future  trades  of  three  large  mer- 
chants show  how  they  meet  the  rather  special  conditions  prevailing 
in  the  cotton  futures  markets.     Although  they  are  most  of  the  tune 
during  the  three  years  for  which  the  data  are  availab  e,  on  the  short 
side  oi  the  futures  market,  thcT  are  in  general  on  the  long  side^of  the 
near  options  that  mature  in  the  latter  part  of  the  cotton  crop  year 
In  other  words,  they  appear  to  do  lust  what  it  is  said  i^Jhj  cotton    . 
trade  that  they  have  been  doing;  that  is,  they  shift  from  the  short 
side  of  an  option  to  the  long  side  as  the  option  approaches  maturity, 
especially  in  the  ca^e  of  January,  March,  and  May  options,  and  thus, 
instead  of  being  injured  by  the  tendency  of  the  nears  to  go  to  a  pre- 
miuTover  th?fai4,  take  a  profit  from  that  situation.    In  so  doing 
they  not  only,  by  their  acts,  give  evidence  of  the  abnormal  condition 
of  cotton  futnres,  but  tend  to  increase  this  abnormality  through  their 
bidding  up,  and  even  definitely  squeezing,  the  nears.     Even  though 
their  squeezing  of  the  nears  is  not  directly  for  the  purpose  of  obtam- 
ing  profit  from  the  shorts,  but  instead  is  for  the  alleged  purpose  of 
forcmg  cotton  to  New  York  to  have  it  on  hand  to  protect  their  short 
hedges  in  later  options,  nevertheless,  the  effect  unon  the  workings  of 
the  futures  market  is  decidedly  bad,  and  ]ust  as  bad  m  ite  nature  aa 
if  the  purpose  were  purely  manipulative.         ^    ,    ,  ^  i    .  • 

Another  factor  in  the  situation  m  the  New  York  lutures  market  is 
the  effect  of  the  way  in  which  the  buyers'  call  contract  is  used  by 
spinners  in  their  purchases  of  cotton.  By  reason  of  their  habits  m 
this  connection  the  spinners  frequently  pay  prices  for  theu-  cotton 
based  upon  the  price  of  a  strong  or  even  a  sciueezed  future.  Ihe 
skillful  merchant  does  not  suffer  from  this  situation,  but,  on  the 
contrary,  may  gain  if  he  has  the  cotton  supplied  under  the  buyers 
caU  contract  liedged,  not  in  the  near  and  strong  option,  which  is  sa 
commonly  used  by  the  spinner  in  pricmg  under  the  buyers  caU 
contract,  but  in  a  later  and  considerably  weaker  option 

It  is  an  obvious  conclusion  from  the  foregoing  that  the  situation 
in  the  New  York  market  is  bad  for  the  cotton  trade  and  bad  for  the 
spinners.  Any  measures  which  would  tend  to  remove  facilities  for 
squeezing  and  would  reduce  the  tendency  to  discounts  wouM  neatly 
help  the  situation.  It  is  not  to  be  inferred,  however,  that  the  dis- 
counts are  merely  a  symptom  of  bad  conditions,  smce  they  seem  to 
be  more  likely  to  accompany  short  crops  and  high  prices  than  large 
crops  and  low  prices.  Nor  is  it  claimed  that  discounts  as  such  are 
necessarily  undesirable,  since  trade  conditions  may  justify  them  m 

^^In^relatTon  to  the  question  of  southern  delivery  it  is  particularlr 
significant  that  New  Orleans  makes  a  bettershowmg  than  New  York 
both  as  regards  squeezes  and  discounts.     While  the  showing  is  not 
much  better,  the  fact  that  there  is  no  greater  difference  may  be  due 
to  the  large  volume  of  straddling  between  the  two  markets  and  the 
strong  influence  which  New  York  has  over  New  Orleans  futures 
prices      The  better  showing  of  New  Or  cans  may  be  due  to  the  fact 
that  deliveries  at  New  Orleans  are  made  m  the  South  and  m  a  spot 
market.     If  so,  the  adoption  of  southern  deliveries  on  New  York 
^ntracts  or  the  provision,  in  other  words    for  deliveries  on  such 
contracts  at  spot  markets  in  the  South  would  probably  tend  to  im- 
prove the  wo^kmgs  of  the  New  York  futures  market  to  a  greater 
degree  than  that  indicated  by  the  present  difference  between  the 


two  markets.  The  really  serious  objection  to  southern  deliveries  on 
New  York  contracts,  that  it  would  increase  the  seller's  option  on  the 
future  contract,  appears  to  be  more  than  counterbalanced  bv  the 
advantages  of  the  plan,  and  the  depressing  effect  of  this  feature  upon 
future  prices  can  largely  be  counteracted  in  ways  previously  indi- 

CONCLUSIOX8  AND   RECOMMENDATIONS 

An  examination  of  various  proposals  which  have  been  made  for 
the  revision  of  the  grades  deliverable  on  contract  leads  the  commis- 
sion to  the  conclusion  that  the  only  one  which  promises  desirable 
results  13  the  three  contiguous  grade  contract,  providing  that  the 
delivery  on  each  contract  shaU  be  composed  of  not  more  than  three 
adjacent  or  contiguous  grades,  which  adjacent  grades  may  be  any  of 
hose  now  deliverable.  The  commission  does  not  recommend  that 
this  form  of  contract  should  be  employed  unless  southern  warehouse 
delivery  is  also  adopted  Otherwise,  any  change  m  grades  deliverable 
on  contract  IS  believed  to  be  of  dubious  v^ue.  The  commission 
be  levi^  that  the  contiguous  grade  contract  would  prove  to  be  a 
valuable  adjunct  of  southern  deliveries:  (1)  by  offsetting  in  part  the 
decreased  value  of  the  contract  arising  from  the  additional  option 
given  to  the  seller  of  contracts  as  to  place  of  delivery;  (2)  by  counter- 
acting m  part  the  depressing  effect  on  future  prices,  of  ddiveries  of 
yarymg  grad^  on  each  contract,  which  tends  to  be  emphasized  by 
he  number  of  delivery  points;  (3)  by  making  it  more  practicable  for 
he  smaller  merchant  to  take  delivery  of  cotton  on  future  contracts 
thus  reducmg  the  tendency  to  run  from  delivery  notices;  and  (4)  b^ 
improving,  through  the  increased  merchantability  of  the  delivery  the 
relationshiD  of  spots  and  futures  and  hence  the  serviceability  of  the 
future  market  for  hedging. 

Accuracy  and  definlteness  in  quoting  the  spot  market  Is  desirable 
for  two  reasons:  (1)  True  commercial  differences  for  use  in  the 
settlement  of  the  future  contract  make  for  a  more  stable  relation  be- 
tween spot  and  future  pnces  and  therefore  for  a  better  hedging  market: 
and  (2)  both  the  producer  and  the  merchant,  as  well  as  the  manufac- 
turer, are  entitled  to  know  what  the  prevaihng  price  of  cotton  is 
as  shown  by  actual  sales  so  far  as  these  have  been  made,  not  only  for 
middling  but  for  all  other  grades. 

To  establish  accurate  spot  quotations  and  correct  differences, 
therefore  It  is  recommended:  tl)  That  there  be  substantial  uni- 
lormitv  of  procedure  m  determining  quotations  and  differences;  (2) 
that  all  nertinent  price  information,  such  as  quantity,  price,  grade, 
and  staple  be  reported  for  every  spot  sale  and  be  made  the  bisis  of 
spot  quotations  and  differences  by  mathematical  computations:  (3) 
that  this  mformation  be  verified  by  a  committee  of  competent  class- 
H^;^'*^ ^""^^^^  ^""^  engaged  m  the  trade;  and  (4)  that,  iTview  of  the 
sparitv  m  volume  of  sales  among  the  several  markets,  the  feasi- 
bihty  of  taking  a  weighted  average  of  their  differences  instead  of  a 

To&  bTcSei'ed.^"  "  '^'  "''^^"^"'  "'  '^^  '"^"^^  -^^-^^' 

M.'^ V^!""^^^^^^°  believes  that  some  form  of  southern  deHvery  on 
^ew  York  contracts  should  be  adopted  and  recommends  that  Con- 
^!!L^T^  legislation  to  that  end.  There  are  several  important 
reasons  for  this  conclusion.  ^  ■ 


- .  !«• 

/  ■ .'  r 

-  1 


20 


THE  COTTON   TRADE 


The  Strongest  claim  for  a  futures  market  is  that  it  furnishes  a  safe 
hed-e  for  cotton  merchants.  This  the  New  ^ork  futures  market 
does  not  always  do.  In  fact,  it  is  frequently  manipulated,  its  prices 
b^nc  forced  6ut  of  line.  It  is  a  truism  to  say  that  for  some  years 
past  the  New  York  futures  market  has  failed  to  perform  satisfactorily 

'^'TS^are'taUd  objections  to  abolishing  the  New  York  futures 
market.  New  York  has  an  important  advantage  over  any  other 
city  in  the  United  States;  it  is  the  financial  and  trading  center  of  the 
world.  It  is  stated  by  some  cotton  merchants  that  New  Orleans  has 
a  better  contract  than  New  York  in  that  delivery  takes  place  at  a 
large  spot  market,  but  the  volume  of  trading  m  futures  at  New  York 
is  much  greater  than  that  at  New  Orleans.  ,  .,      xt       v    i 

The  commission  believes  the  better^  features  of  the  New  York 
futures  market  can  be  maintained  and  much  of  the  ground  for  criti- 
cism eliminated  by  the  adoption  of  some  system  of  southern  ware- 
ho^e  riiveries  on  New  York  contracts  Southern  deliveries  will 
do  much  to  eUminate  manipulation  and  to  maintain  New  lork 
future  prices  in  their  proper  relation  to  spot  pnces. 

The  commission  recommends  m  connection  with  southern  deliv- 
eries- (1)  That  the  number  of  southern  delivery  points  selected  for 
New* York  deliveries  be  few  and  that  at  least  for  the  present  they  be 
only  Atlantic  and  Gulf  ports;  (2)  that  the  delivery,  inspectipn,  and 
certification  of  cotton  at  southern  ports  shall  be  under  rigid  Govern- 
ment supervision  and  that  dehverles  shall  be  only  from  warehouses 
licensed  under  the  Federal  warehouse  act;  (3)  that  the  tender  of  cot- 
ton  on  futures  at  New  York  be  no  longer  permitted. 

The  commission  beUeves  that  the  pubhc  is  entitled  to  prompt  infor- 
mation as  to  the  volume  of  trading  in  cotton  futures  and  as  to  the 
Total  open  interest  by  options.  Such  figures  should  be  published 
regularly.  The  open  trades  should  be  those  open  on  tho  books  of 
membere  and  not  merelv  those  open  at  the  clearing  house. 

The  commission  recommends  that  consideration  be  given  to  a  reduc- 
tion in  the  size  of  the  contract  dehvery  (100  bales).     The  value  of 
the  present  contract,  with  cotton  at  20  to  30  cents,  seems  entirely 
out  of  proportion  with  the  value  of  the  deliveries  on  f utur^  contracts 
for  wheat   com,  and  oats.    A  reduction  m  the  size  of  the  dehvery 
would  render  the  contract  more  merchantable  and  at  the  same  time 
would  permit  closer  hedging.     From  the  standpoint  of  ease  of  deliv- 
TrV^  well  as  that  of  marketing  generally,  it  is  \>eheved  that  it  might 
be  desirable  that  the  contract  should  provide  for  a  delivery  approxi- 
mating minimum  carload  requirements.  .  .  *    „«  j 
The  commission  beUeves  that  a  prohibitive  tax  on  cotton  puts  and 
calls  like  that  now  in  force  for  grain  puts  and  calls  should  be  enacted, 
thus  contributing  to  the  elimination  of  such  trading,  which  is  now 
prohibited  by  the  rules  of  both  of  the  cotton  exchanges. 


Chapter  I 
ORIGIN  AND  SCOPE  OF  THE  INQUIRY 

Section  1.  Origin  of  inquiry. 

This  report  is  made  in  response  to  Senate  Resolution  No.  262, 
Sixty-seventh  Congress,  second  session,  dated  March  16,  1922, 
and  Senate  Resolution  No.  429,  Sixty-seventh  Congress,  fourth 
session,  dated  January  29,  1923.  The  former  resolution  directed 
an  inquiry  into  the  causes  of  the  low  prices  of  cotton  in  the  United 
Sta  tes  prevailing  at  the  time  of  the  passage  of  the  resolution.  This 
resolution  also  directed  inquiry  into  the  operation  of  cotton  ex- 
changes and  the  character  of  the  trading  conducted  thereon,  par- 
ticularly in  reference  to  its  fairness,  justice,  and  legality.  It  also 
directed  that  the  commission  ascertain  certain  statistical  facts, 
including  the  quantities  of  linters  and  of  untenderable  and  un- 
spinnable  cotton,  the  size  of  the  cotton  crop  and  the  number  of  future 
contracts  sold  on  the  exchanges,  together  with  the  quantities  de- 
hvered  thereon.  In  response  to  this  resolution  work  was  begun  in 
the  summer  of  1922,  information  being  procured  both  by  schedule 
and  interviews. 

After  the  field  work  had  been  closed,  but  before  the  completion  of 
the  full  report,  the  commission  received  Senate  Resolution  No.  429, 
above  referred  to,  directing  it  to  report  the  facts  relating  to  ''  (a) 
alleged  corporate  violation  of  the  antitrust  laws  with  respect  to 
operations  in  cotton,  including  conduct  of  cotton  exchanges  and 
operations  upon  such  exchanges  by  corporations,  partnerships,  and 
individuals;  (6)  the  effect,  if  any,  of  such  operations  in  future  con- 
tracts upon  the  price  of  spot  cotton  sold  in  interstate  or  foreign 
commerce;  (c)  the  relation  to  such  antitrust  law  violations  of  the 
demand  for  cotton  and  the  supply  and  methods  of  marketing  it  in 
interstate  and  foreign  commerce." 

This  later  resolution  required  further  work  along  a  line  similar  to 
that  already  done  under  the  earher  resolution,  particularly  with 
reference  to  cotton  exchanges.  It  was  therefore  decided  that  the 
most  economical  course  of  procedure  woudd  be  to  discontinue  the 
preparation  of  a  full  report  under  the  first  resolution  until  further 
data  had  been  obtained  and  to  issue  immediately  a  brief  report 
covering  the  subject  matter  of  the  earlier  resolution.  Accordingly 
there  was  sent  to  the  Senate  in  February,  1923,  the  preliminary 
report  of  the  Federal  Trade  Commission  on  the  cotton  trade,  which 
briefly  replied  to  the  Senate  resolution  of  March,  1922,  except 
with  reference  to  the  operations  of  cotton  exchanges  which  the  com- 
mission was  also  required  specifically  to  investigate  under  the  reso- 
lution of  January  29,  1923. 

Section  2.  Scope  of  the  report. 

While  some  of  the  subjects  discussed  in  the  preliminary  report  are 
also  treated  in  the  present  one,  the  greater  part  of  this  report  is  con- 
cerned chiefly  with  the  operations  of  the  New  Orleans  and  New  York 
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Totton  Exchanges,  particularly  the  latter.  Numerous  complaints 
were  made  by  variourmembers  of  the  trade,  includmgspinners  with 
reference  to  tie  operation  of  the  exchanges,  especially  ^ew  Yojk-  and 
many  suggestions  for  changes  and  improvements  were  offered  m 
Tswer  to  inquiries  as  to  how  the  conditions  complamed  of  could  be 
reSed  Tggested  changes  were  carefully  exammed  and  consid- 
ered and  are  pflented  in  ditail  in  the  report,  together  with  the  con- 
clusions and  recommendations  of  the  commission  thereon.  Th« 
^rt?^n  nf  the  discussion  may  be  divided  into  three  d-visions  corre- 

iiSeririrrdiaf^^^^^^^^ 

*"SrtlTtfermC%ics  comiected  with  the  .subject  of  cotton 
f uture  Zfi  arT  also  discussed,  including  the  size  of  the  present 
future  confraft  delivery,  the  default  rule  of  the  cotton  exchanges  and 

''tdesUi'^foregoing  discussion  the  report  describes  in  some  detail 
tlif  marketkig  of  cotton  and  considers  in  this  connection  competitive 
conditiS.sanVthe  concentration  of  the  spot  business  m  the  hands 
«f  thekreer  cotton  merchants.  One  chapter  ha^  been  devoted  to 
Se  preStion  of  the  costs,  profits,  and  rates  of  return  on  inv^t- 
ment  of  a  large  number  of  representative  cotton  merchants  and  coop- 
Sve  ^socfations,  together  with  some  analysis  of  these  results 

No  comprehensive  study  of  the  effect  of  future  contract  operations 
uDon  the  pSof  spot  cotton  was  made,  although  various  particular 
e&  or  FektTonshfps  are  discussed  in  this  report.     A  comprehensive 

sfuly  would  have  involved  an  elaborate  a^^d  e?^P«'»f^« 'X'Z  "rt 
IS  a^d  future  prices  which  would  have  greatly  delayed  the  report. 

Section  3.  Methods  of  prosecuting  the  inquiry.  »    „,  .u. 

In  obtaining  the  data  on  which  the  report  is  based  agents  of  the 
commission  vilited  all  of  the  various  spot  markets  designated  by  the 
Wtary  of  ^culture  as  those  markets  whose  quotations  are  to  be 
med  unler  th?cotton  futures  act  for  the  purpose  of  determining  the 
commercfal  deferences  applicable  to  delivery  on  New  York  future 
contracte     Besides  these  markets  agents  were  also  sent  to  severa 
other  of  "thf  more  important  concentration  points,  while  severa^ 
olhek  covCTed  a  large  number  of  carefully  selected  local  markets  in 
?he  Sost  imwrtant^tates  in  the  Cotton  Belt,  observing  the  buying 
of  tCnr^duW  «)tton  and  making  inquiry  mto  the  operation  ol 
?L  V,rofc^*"ooperative  associations.     Agente  of  the  commission 
alsoSTewed  a^arge  number  of  the  most  miportant  cotton  spm- 

n'?u^W%f:Snlter:l^"e^  time  to  time  to  the  futun, 

mi'rkTarbolh  f  ew  York  and^ew  O-fJ^of  "i^ eXn Jes'^fe 
in  the  study  of  the  operations  and  methods  of  tnose  excnanges.  in 
^oimlction  Wh  this  Lid  work  the  correspondence  files  of  numerous 

^^'cSSlenStitlT^^^^^  information  -s  obtamed  bv 
fluiuonnahis  sent  to  all  the  principal  cotton  merchants  and  sched- 
^r^were  u^  for  the  purpose  of  okaining  the  volume  of  sales  and 
ie  c^U,  profits  and  raL  of  return  on  investment.    Information  was 


also  obtained  by  schedule  from  both  spot  and  future  houses  as  to  the 
volume  of  their  borrowings.  Certain  other  data  were  also  secured 
from  cotton  spinners  through  a  questionnaire  and  the  various  desig- 
nated spot  markets  returned  extensive  and  detailed  schedules  re- 
garding the  price  quotations  and  differences  and  the  methods  em- 
ployed in  their  determination  and  computation. 

In  this  connection  the  conmiission  takes  pleasure  in  expressing  its 
appreciation  of  the  generally  cordial  and  cooperative  attitude  of  the 
cotton  trade  toward  the  inquiry.  Nearly  all  the  future  houses,  as 
well  as  the  spot  dealers  and  factors,  are  either  individual  or  partner- 
ship organizations,  yet  in  most  instances  the  information  requested 
was  supplied  without  objection  and  but  few  refusals  were  encountered. 
One  of  tne  largest  of  the  spot  houses,  Anderson,  Clayton  &  Co.,  gave 
complete  access  to  their  files  to  the  members  of  the  staff  and  these 
files  were  thoroughly  examined.  No  such  complete  examination, 
however,  was  permitted  by  two  other  of  the  very  large  spot  mer- 
chants, Harriss,  Irby  &  Vose  and  George  H.  McFadden  &  Bro.  All 
three  of  these  partnerships,  however,  furnished  the  commission  with 
information  on  their  volume  of  spot  sales  and  other  data,  but  re- 
fused to  furnish  the  information  on  costs ,  profits,  and  investment, 
or  allow  the  commission  to  take  off  such  data  from  their  books. 

Many  of  the  statements  and  opinions  of  cotton  merchants  and 
others  which  are  quoted  or  referred  to  in  this  report  are  not  identi- 
fied because  they  describe  individual  methods  or  operations  or  the 
practices  of  individual  competitors;  in  many  other  instances  the 
statements  represent  the  consensus  of  trade  opinion. 

In  view  of  the  wide  differences  of  opinion  as  expressed  by  various 
members  of  the  cotton  trade  in  the  course  of  the  inquiry,  particularly 
in  regard  to  proposed  changes  in  the  system  of  cotton-future  trading, 
the  commission  called  a  conference  earl;jr  in  November,  1923,  at 
which  the  exchanges,  producers'  associations,  merchants,  spinners, 
and  others  were  invited  to  be  present  and  express  their  opinions. 
The  conference  lasted  three  days  and  proved  of^considerable  value.^ 

uia^^^rt)  ***''*"'  "**  Federml  Trad*  Commission  on  the  Cotton  Trade,  Not.  0-8.  1923  (Pt.  U  of 
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Chapter  II 

THE  MARKETING  AND   PHYSICAL  HANDLING   OF  COTTON 

Under  Senate  Resolution  429  the  commission  was  required  to 
innuire  into  the  methods  of  marketing  cotton  with  respect  to  anti- 
tSa^  vk^^^^^^^^  This  chapter  presents  an  outhne  of  the  methods 

o^haK  and  marketing  cotton,  and  the  following  chapter  a  dis- 
cussion  of  the  competitive  conditions  m  such  marketmg. 

Section  1.  Sale  of  cotton  locally. 

The  cotton  hale.-Three  general  types  of  bales  are  ^s^^.^f  P^^j^^^ 
cotton  at  the  gin-the  flat  bale,  the  round  bale,  and  the  gm-com- 

^''Tre'flat  bale  is  a  loosely  packed  bale  of  about  33  by  48  by  54  inches 
in  dTmensions'  and  weigl^  approximately  ^00  pound^  J^th  an 
average  density  of  about  11  pounds  per  cubic  foot.  Hardly  any 
blleXwever  will  be  found  to  be  of  exactly  this  weight.  Some 
^  'nmThttle  over  and  some  a  Uttle  under,  and  ^^.^^^^^^f^'^.f^ 
^beft  bales  customarily  run  considerably  over  this  weight,  whde 
in  other  sections  considerably  less.     It  is  bound  with  steel  bands 

''m 'rS  Se  is  a  cylindrical  bale  approximately  35  inch- long 
and  from  20  to  22  inchi  in  diameter.    Tt  has  a  density  of  from  32 
to  37 Tunds  per  cubic  foot,  weighs  about  250  pounds,  and  is  com- 
rSetely  covered  with  close-mesh  baggin-.     No  bands  are  used  on  it 
^  C  J^-compressed  bale,  which  i?BU§iciently  compact  not  t^^ 
further  compression  after  leaving  the  gin,  is  about  20  by  25  by  52 
inches  m  dimension  and  is  compressed  to  a  density  of  30  pounds  or 
ITvPr  ner  cubic  foot.     It  is  bound  in  much  the  same  way  as  the  flat 
bile  ^utrmore  nearly  covered  with  bagging.     Neither  type    ^e 
rom^d  bale  nor  the  gin-compressed  bale  is  m  general  nse    and  the 
flat  bale  is  the  typical  gin  bale.^     In  the  case  of  export  cotton  it  is 
SeLSy  in  o^^^^^^^      s^e  freight  charges  to  comnress  flat  bales  to 
efther^' standard''  or  ''high  density.''     The  standard  bale  is  27  by 
27  by  5r4hes  in  dimei^ion.     T^e  dimension  is  prescribed  by  aft 
steamship  hues,  and  the  bale  is  compressed  to  a  dcns^^J  of  22  ^o  24 
noS  percu^^^  foot.     The  high-ctensity  bale  is  about  20  by  20 
ErsSin^ches^n  dimension  and  fs  compressed  to  a  density  of  from 
^9  tn%8^Dounds  or  in  some  cases  even  to  50  pounds,  per  cubic  foot. 
tL  iLz  XefcL^^^  farmers  anS  planters  may  either 

f  dispose  of  theTco^^^^^^  or  ship  it  to  one  of  the  larger,  spot 

rShe  coUo^is  disposed  of  locally,  it  is  usually  sold  outright  ^ 
la  local  storekeeper,  local  interior  buyer,  or  direct  buyer^  for  one 

.  Much  Objection  basb^n  raised  to  the  ro^^^^  th^  Sfflcienfj^^e^rt"?^^^^^       ^tlJS 

tt^^^i'^^T^ol  '^^&^^^^^^l^^ci^^^ln  uneconomical  for  meet  ginners.    Both 

~?¥hfsfnr^'as^^^^^ 
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of  the  larger  shippers;  if  shipped  to  the  spot  market  before  sale  by) 
the  producer  it  is  usually  handled  on  a  commission  basis  by  a  factoij 
or  commission  house  and  sold  either  on  a  to-arrive  or  spot  basis.. 
The  small  planter  or  farmer  is  likely  to  sell  to  either  the  local  store- 
keeper or  interior  buyer.  The  larger  planters,  on  the  other  hand, 
seldom  sell  to  either  of  these  classes  of  purchasers,  but  more  usually 
dispose  of  their  cotton  to  the  direct  buyers  employed  by  the  larger 
spot  merchants  or  sell  on  a  commission  basis  at  the  spot  markets. 
A  considerable  proportion  of  the  cotton  crop,  however,  is  bought  by 
local  storekeepers.  This  situation  is  in  part  the  result  of  credit  con- 
ditions which  frequently  render  the  small  planter  and  tenant  farmer 
more  or  less  dependent  upon  local  general  merchants  for  financial 
assistance.  A  large  proportion  of  the  small  planters  and  farmers  of 
the  South  are  imaule  to  nnance  themselves  through  the  growing  sea- 
son. They  are  compelled  to  borrow,  and  frequently  this  borrowing 
takes  the  form  of  an  open  or  charge  accoimt  with  the  local  storekeeper, 
whereby  the  latter  supplies  the  planter's  wants  during  the  growing 
season.  Tenant  farmers  are  frequently  thus  carried  for  long  periods 
bv  the  local  store.  As  a  means  of  liauidating  these  accounts  and 
also  in  order  to  induce  custom  the  local  storekeeper  enters  the  busi- 
ness of  purchasing  cotton,  receiving  it  in  liquidation  of  the  accoimt 
and  creoiting  the  debtor  grower  with  the  price  paid.  Thus  the  store- 
keeper becomes  the  first  middleman  for  a  considerable  proportion 
of  tne  cotton  crop. 

The  local  storekeeper  may  also  buy  cotton  for  cash,  either  from 
parties  who  owe  him  money  or  from  others,  as  a  possible  source  of 
profit.  An  investigation  made  by  the  Department  of  Agriculture 
m  North  Carolina  some  years  ago  indicated  an  apparent  advantage 
of  about  15  points,  or  75  cents  a  Dale,  for  sales  credited  to  the  owner's 
account  by  a  merchant  over  sales  for  cash.  The  department  reported 
that  it  was  generally  conceded  that  a  merchant  who  did  not  depend 
upon  the  handling  of  cotton  for  a  livelihood,  but  who  employed  it 
for  the  purpose  of  collecting  accounts  and  inducing  trade,  would 
often  handle  cotton  for  the  mere  cost  or  even  in  some  cases  at  a  loss. 
However,  the  local  prices  paid  indicated  that  the  financial  condition 
of  the  seller  entered  into  sales  on  accoimt,  the  highest  prices  being 
paid  to  those  having  no  security  except  the  cotton.  Such  parties 
frequently  were  charged  a  higher  price  for  the  supplies  they  bought, 
so  that  the  higher  prices  paid  for  the  cotton  were  largely  offset  by 
this  fact.* 

In  a  more  recent  study  of  cotton  financing  made  by  the  Federal 
Reserve-Board  it  is  stated  that  ''in  general  the  supply  store  charges 
higher  prices  for  suppUes  for  which  payment  is  not  received  imtil 
after  the  cotton  is  ginned  and  sold  than  they  do  for  supphes  for 
which  cash  is  paid  or  for  which  payment  is  made  within  30  days. 
While  in  nearly  all  cases  the  credit  price  is  from  10  to  25  per  cent 
higher  than  the  cash  price,  the  supply  stores  reporting  from  different 
sections  show  variations  as  to  these  differences."* 

Interior  cotton  buyers. — The  term  "interior  cotton  buyer"  has 
been  used  to  designate  local  people  who  engage  in  purchasing  cotton 
on  their  own  account  or  for  others  in  competition  with  other  buyers. 

*  McConnell  and  Camp,  U.  8.  Department  of  Agriculture  Bulletin  No.  476,  p.  9. 

*  Carson:  Financing  the  Production  and  Distribution  of  Cotton;  reprint  from  Federal  Reserve  Bulletin, 

p.  M. 
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Chapter  II 

THE  MARKETING  AND  PHYSICAL  HANDLING   OF  COTTON 

Under  Senate  Resolution  429  the  commission  was  reqi^i^ed  to 
inquire  into  the  methods  of  marketmg  cotton  with  respect  to  anti- 
trust law  violations.  This  chapter  presents  an  outlme  o^  the  metho J 
of  handUng  and  marketing  cotton,  and  the  foUowmg  chapter  a  dis- 
cussion of  the  competitive  conditions  m  such  marketmg. 

Section  1.  Sale  of  cotton  locally. 

The  cotton  Me.-Three  general  tvpes  of  bales  are  "sedjor  packing 
cotton  at  the  gin-the  flat  bale,  the  round  bale,  and  the  gm-com- 

^' The'^flat  bale  is  a  loosely  packed  bale  of  about  33  by  48  by  54  inches 
m  ^meLions  and  wei|h^  approximately  500  Pounds^^ '^J^h  an 
average  density  of  about  11  pounds  per  cubic  foot.  Hardly  any 
bale, liowever,  will  be  found  to  be  of  exactly  this  weight.  Some 
^  'run  a  littie  over  and  some  a  little  under,  and  in  certam  parts  of 
Se  belt  bales  customarily  run  considerablv  over  this  weight,  whJe 
iK  other  sections  considerably  less.     It  is  bound  with  steel  bands 

'itTomd  Se  is  a  cylmdrical  bale  approximately  35  inches  long 
and  from  20  to  22  inches  in  diameter.     It  has  a  density  of  from  32 
to  37  pounds  per  cubic  foot,  weighs  about  250  pounds,  and  is  com- 
pletely covered  with  close-mesh  bagging.     No  bands  are  used  on  it 
^  The^gin-compiessed  bale  which  «  BuSiciently  compact  not  to  need 
further  compre^ion  after  leavmg  the  gin,  is  about  20  by  25  by  52 
Sches  in  dimension  and  is  compressed  to  a  density  of  30  pounds  or 
over  per  cubic  foot.     It  is  bound  m  much  the  same  way  as  the  flat 
bale   but  is  more  nearly  covered  with  baggmg.     Neither  type,  the 
roui^d  bale  nor  the  gin-compressed  bale,  is  m  general  use,  and  the 
flat  bale  is  the  typical  gin  tale.'     In  the  case  of  export  cotton  it  is 
Secessary  in  ordS^to  s^  freight  charges  to  comoress  flat  bal^  to 
Sr^' standard"  or  "high  densitv."     The . standard  bale  is  27  by 
27  by  54  inches  in  dimension.     The  dunension  is  prescribed  by  aU 
Steamship  lines,  and  the  bale  is  compressed  to  a  f/'f '^J  "^  22  to  24 
pounds  per  cubic  foot.     The  high-density  bale  is  about  20  by  20 
Ev  58  inches  in  dimension  and  ^  compressed  to  a  density  of  from 
32  to  38  pounds,  or  in  some  cases  even  to  50  pounds  per  cubic  foot. 
n/loaZ  ^oreTceever. -Coitoii  fanners  anS  planters  may  either 
dispose  of  their  cotton  locally  or  ship  it  to  one  of  the  larger,  spot 

"^  ifthe  coUon'is  disposed  of  locally,  it  is  usually  sold  outright  to 
a  local  storekeeper,  local  interior  buyer,  or  direct  buyer'  for  one 

,  Much  objection  b«  *«"  »^  .«•  *«  [?»°d  tote  bott^^^  ,'|SSf,afflci?Si'w.Vt?Smpr^  ^.'SS 

contentions  are,™P^«''»"5L?,tSl'"  r^faJJ^S^ical  neoole  baring  cotton  either  on  their  own  account  or  for 
.;S!  'S ;™ "SJeabuyeVs " rSS« ti uSr^™"!^ " «. »n, buyers ot the Ur,er spot  merchao... 


of  the  larger  shippers;  if  shipped  to  the  spot  market  before  sale  byi 
the  producer  it  is  usually  handled  on  a  commission  basis  by  a  factoii 
or  commission  house  and  sold  either  on  a  to-arrive  or  spot  basis.l 
The  small  planter  or  farmer  is  likely  to  sell  to  either  the  local  store-' 
keeper  or  interior  buyer.  The  larger  planters,  on  the  other  hand, 
seldom  sell  to  either  of  these  classes  of  purchasers,  but  more  usually 
dispose  of  their  cotton  to  the  direct  buyers  employed  by  the  larger 
spot  merchants  or  sell  on  a  commission  basis  at  the  spot  markets. 
A  considerable  proportion  of  the  cotton  crop,  however,  is  bought  by 
local  storekeepers.  This  situation  is  in  part  the  result  of  credit  con- 
ditions which  frequently  render  the  small  planter  and  tenant  farmer 
more  or  less  dependent  upon  local  general  merchants  for  financial 
assistance.  A  lai^e  proportion  of  the  small  planters  and  farmers  of 
the  South  are  unable  to  finance  themselves  through  the  growing  sea- 
son. They  are  compelled  to  borrow,  and  frequently  this  borrowing 
takes  the  form  of  an  open  or  charge  accoimt  with  the  local  storekeeper,  j 
whereby  the  latter  supplies  the  planter's  wants  during  the  growing 
season.  Tenant  farmers  are  frequently  thus  carried  for  long  i>eriods 
bv  the  local  store.  As  a  means  of  liauidating  these  accounts  and 
also  in  order  to  induce  custom  the  local  storekeeper  enters  the  busi- 
ness of  purchasing  cotton,  receiving  it  in  liquidation  of  the  accoimt 
and  creoiting  the  debtor  grower  with  the  price  paid.  Thus  the  store-  ^ 
keeper  becomes  the  first  middleman  for  a  considerable  proportion  •. 
of  tne  cotton  crop. 

The  local  storekeeper  may  also  buy  cotton  for  cash,  either  from 
parties  who  owe  him  money  or  from  others,  as  a  possible  source  of 
profit.  An  investigation  made  by  the  Department  of  Agriculture 
m  North  Carolina  some  years  ago  indicatea  an  apparent  advantage 
of  about  15  points,  or  75  cents  a  bale,  for  sales  credited  to  the  owner's 
account  by  a  merchant  over  sales  for  cash.  The  department  reported 
that  it  was  generally  conceded  that  a  merchant  who  did  not  depend 
upon  the  handling  of  cotton  for  a  livelihood,  but  who  employed  it 
for  the  purpose  of  collecting  accounts  and  inducing  trade,  would 
often  handle  cotton  for  the  inere  cost  or  even  in  some  cases  at  a  loss. 
However,  the  local  prices  paid  indicated  that  the  financial  condition 
of  the  seller  entered  into  sales  on  accoimt,  the  highest  prices  being 
paid  to  those  having  no  security  except  the  cotton.  Such  parties 
frequentlv  were  charged  a  higher  price  for  the  suppUes  they  bought, 
so  that  the  higher  prices  paid  for  the  cotton  were  largely  oft'set  by 
this  fact.' 

In  a  more  recent  study  of  cotton  financing  made  by  the  Federal 
Reserve  Board  it  is  stated  that  *'  in  general  the  supply  store  charges 
higher  prices  for  suppHes  for  which  payment  is  not  received  imtil 
after  the  cotton  is  ginned  and  sold  than  they  do  for  suppUes  for 
which  cash  is  paid  or  for  which  payment  is  made  within  30  days. 
While  in  nearly  all  cases  the  creait  price  is  from  10  to  25  per  cent 
higher  than  the  cash  price,  the  supply  stores  reporting  from  different 
sections  show  variations  as  to  these  differences."* 

Interior  cotton  buyers. — The  term  ^'interior  cotton  buyer"  has 
been  used  to  designate  local  people  who  engage  in  purchasing  cotton     / 
on  their  own  account  or  for  others  in  competition  with  other  buyers,  y 

*  McConnell  and  Camp,  U.  8.  Department  of  Agriculture  Bulletin  No.  476,  p.  9. 

*  Carsou:  Financing  the  Production  and  Distribution  of  Cotton;  reprint  from  Federal  Reserve  Bulletin, 
p.  «*• 
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As  a  rule  they  operate  on  a  small  capital  and  undertake  to  make  a 
profit  bv  buying  the  farmer's  crop  in  competition  with  other  buyers 
^d  selling  to  larger  dealers  or  through  factors.  In  some  cases 
Sese  buyere  are  termed  scalpers.  In  Texas  they  are  known  as  f .  o.  b. 
buyers  from  the  fact  that  tW  ^^  ^  concentrating  agents  bu^nng 
at  various  local  points  in  lots  of  from  one  to  ten  bales  and  sellmg 
f  o  b.  compress  points  in  lots  of  comparatively  uniforai  quahty. 

The  interior  buyers  keep  close  watch  of  the  trade  situation  in 
cotton  and  the  character  and  condition  of  the  cotton  as  it  is  being 
Dirked.     With  tWs  information  as  a  basis  they  make  their  offering 
Ees  for  the  cotton  as  it  runs.     Often  they  buy  directly  from  the 
fflns  and  in  some  instances  the  ginners  themselves  are  cotton  buyers. 
Neither  the  local  storekeeper  nor  intenor  buyer  purchases  much 
cotton  from  the  large  planters.     These  producers,  as  a  rule,  obtam 
their  funds  from  banks,  factors  and  in  some  cases,  perhaps,  from 
cotton  merchants.     There  is  not,  therefore,  in  their  case  the  motive 
for  sellin-'  to  local  storekeepers  that  frequently  exists  in  the  case  of 
the  smalf  farmers  or  planters.    So  far  as  the  local  interior  buyer  is 
concerned,  the  larger  planters  often  have  cotton  in  such  volume  that 
this  class  of  local  purchaser  is  scarcely  equipped  to  handle  it,  owing 
to  his  restricted  capital  or  otherwise.    Suet  purchases  as  are  made 
bv  the  local  storekeepers  and  interior  buyers   therefore,  are  chiefly 
from  the  smaller  planters  or  farmers,  the  larger  planters  selhng 
nrincipaUy  to  the  road  buyers  of  the  larger  merchMits  Mid  shippers 
in  so  W  as  they  market  their  cotton  locally,  rather  than  at  spot 
iTiarkets      Both   local  interior  buyers   and  local  storekeepers  seU 
™  tton  t^  road  buyers.     Neither  of  the  former,  nor  planters,  nor  farm- 
e?sTell  or  ship,  as  a  rule,  to  mills,  partly  because  they  are  not  m 
truch  with  them,  and  partly  because  they  do  not  have  the  cotton  m 
even  running  bales  sm^able  for  the  mill's  recjuirements.    An  excep- 
tion to  this  rule  is  local  cotton  in  the  immediate  vicmity  of  the  mill, 
several  of  the  southern  mills  buying  or  offering  to  buy  practically 
all  the  cotton  hauled  into  the  town  where  the  mifl  is  located. 

mrect  or  road  6«y€rs.-Local  sales  are  also  made  bv  producer  to 
buving  agents,  or  road  buyers,  who  are  employed  by  the  large  cotton 
meV^ants  in  buying  cotton  directly  m  the  producing  temtory. 
These  buvers  work  lither  on  a  salary  or  «,mmission  basis.  They 
are  const^tly  on  the  watch  for  anyone  offenng  cotton  for  sale  m 
\he  section  where  they  are  located  and  endeavor  to  trade  to  the  best 
advantage  for  their  principal.  .  „  ,  u 

They  purchase  lariely,  Wever,  from  sellers  who  own  or  have 
nuSed  a  considerable  quantity  of  cotton  so  that  the  road  buyer 
?rtate  it  up  in  lots  of  say  100  to  1,000  bales  "Their  purchases, 
?WW  are  chieflv  from  the  larger  planters,  or  else  from  local  stores 
oi  inSrTuyel^  who  may  have  accumulated  200  or  300  bal^,  or 
more,  in  loci  warehouses.  In  sundry  cases,  however,  purchases 
™e  made  in  much  smaller  lots,  even  at  tunes  in  single  bales,  if  cotton 
k  wanted.  In  fact  there  are  considerable  variations  in  practice 
both  between  sections  and  individual  concerns  m  obta.nmg  cotton 
as  appears  from  the  foUowing  quotations  from  a  study  of  cotton 
financmg  made  by  the  Federal  Reserve  Board: 

1^       Several  -thods  of  buying  co^^n^^^^^^ 

':!.f::^^^^l^^.To^l^-^^^^^^^^'>-^o.X  ?he  Jtton  Belt.     From 


the  branch  offices  buyers  are  sent  into  the  near-bv  local  markets  to  buy  cotton  from 
growers  and  local  dealers  or  supply  merchants.  The  extent  to  which  each  of  the 
sources  is  used  to  obtain  cotton  varies  with  the  several  cotton  firms  that  are  or- 
ganized on  an  extensive  basis.  One  large  firm  operating  entirely  in  Tennessee, 
Arkansas,  and  Oklahoma  says  that  65  per  cent  of  its  cotton  purchases  are  from 
local  supply  stores  and  35  per  cent  are  from  the  growers  directly.  Another  firm 
that  maintains  offices  throughout  the  cotton  areas  in  the  larger  cities  estimates: 
that  90  per  cent  of  its  purchases  are  from  dealers  in  the  local  markets,  from  3  to  5 
per  cent  from  growers,  and  the  remainder  from  cooperative  marketing  associations 
Another  large  organization  estimates  approximated  50,  40,  and  10  per  cent^ 
of  Its  purchases  are  from  growers,  dealers,  and  cooperative  associations,  respect^ 
iveiy.  Other  merchants  who  operate  one  or  more  offices  in  several  of  the  primary- 
markets  usually  deal  directly  with  the  growers  in  these  markets  and  resell  to  thi 
firms  organized  m  the  manner  described.  An  illustration  of  the  method  of  buvinir 
18  given  by  one  of  the  larger  firms  in  the  following:  ^ 

**We  buy  practically  no  cotton  from  growers,  but  buy  nearly  all  from  local 
dealers  in  the  intenor  markets  (principally  at  compress  points) ;  we  estimate  that 
about  90  per  cent  of  our  cotton  is  bought  in  this  way,  the  balance  is  bought  from 
dealers  at  ports  such  as  Galveston,  Houston,  and  New  Orleans;  we  also  occasion- 
ally buy  from  cooperative  marketing  associations."  *  •  "\ 

The  road  buyer  usually  offers  what  is  called  in  certain  sections  aV 
'hog  round"  price;  that  is,  a  flat  price  for  the  entire  lot  of  cotton     I 
even  though  it  may  be  of  the  most  widely  varying  grades  and  staples' 

The  road  buyer  goes  through  each  lot  of  cotton  and  samples  it. 
He  may  sample  every  bale  of  it  and  still  not  buy  it,  since  he  may  offer    l 
a  price  which  the  merchant  refuses.     He  also  reports  to  his  concern    | 
the  quantity  of  the  cotton  purchased  with  his  classification  of  it. 

Road  buyers  are  sent  out  through  the  cotton  country  by  numerous 
concerns,  and  as  a  result  the  trade  obtains  a  very  good  idea  as  to  how 
much  cotton  there  is  available  in  the  various  districts.  When  a 
buyer  iox  any  prominent  cotton  merchant  goes  into  a  certain  district 
every  merchant  and  scalper  and  large  planter  there  will  know  it  as 
soon  as  he  arrives.  He  may  offer  a  price  that  takes  the  cotton  of 
that  district,  and  if  he  does  the  news  will  go  out  that  the  organization 
employing  him  has  bought  up  a  certain  quantity  in  that  territory 
By  combining  these  reports  and  estimates,  the  large  buyers  obtain 
very  close  approximations  of  the  quantities  of  cotton  bought  bv 
various  concerns. 

Cotton  bought  at  a  ''hog  round"  price,  or  taken  up  bv  the  local  l 
agent  working  on  commission,  is  shipped  to  a  concentration  point  ^' 
andis  there  classed  out  and  shipped  to  points  of  destination.  ^" 

The  road  bujer  gives  the  cotton  purchased  what  is  called  "a  take 
up  class  and  it  is  the  intention  alwavs  to  have  him  apply  a  "hard" 
basis  of  classification.  Obviously,  if  the  buyer  undervalues  the 
cotton,  and  yet  secures  it,  this  fact  will  enable  the  purchasing  con- 
cern to  ^11  the  cotton  at  a  better  profit  by  obtainmg  the  market  price 
for  the  actual  grade  delivered.  The  road  buvers,  it  is  said,  are  verv 
^^^^^fi  ^^  ^"^'-  ^^w^^^r,  and  therefore  in  spite  of  instructions  to  be 
hard  m  their  classification,  they  are  inclined  to  do  their  best  to 
meet  competition.  In  consequence,  it  is  alleged  that  they  often  give 
too  high  a  classification.  Frequently  they  do  not  have  the  proper 
light  and  weather  conditions  for  scientific  classing.  ^ 

The  buyers  for  the  large  spot  merchants  are  furnished  bv  the  head 
olhce  with  limits  or  a  basis;  that  is,  the  number  of  points  on  or  off 
which  are  to  be  applied  to  the  futures  price  of  the  hedge  month  pre- 
vailmg  at  the  time  the  cotton  is  purchased.     The  hmits  are  generally   i 

^  "^arsoo:  Financing  the  Production  and  Distribution  of  Cotton;  reprint  from  Federal  Reserve  BuUetiOj^ 


28 


THE  COTTON  TRADE 


THE  COTTON  TRADE 


29 


t,-  4^ 


«.nt  out  once  a  day  but  are  changed  whenever  conditions  ^a^ant, 
which  may  be  several  times  a  day"  Buyers  are  also  furmshed  mth 
IliLTord&erences  on  and  off  middling  to  be  added  to  or  subtracted 

>   frnm  the  basis  in  buying  cotton  of  grades  other   than   middlmg. 

I    &  differ^ces  iii  coKt  to  the  limits  or  basis  do  not  change  very 

^oiUustrate  the  foregoing,  assume  that  thrbuyer-s  limit  or  bas^ 
ic  inn  noints  off  the  hedge  month  future  and  that  the  list  o'  mner 
enSSedWm  shows  for  strict  low  middUng  50  points  off  nu^dl  ng 

^^^m^buvers  are  not  supplied  with  limits,  but  are  given  merely  a 
fla?Tice  for  middling  ani  a  list  of  differences  on  anS  off  this  price 
for  t?Le1rades  above  Ld  below,  and  in  practice  there  are  frequently 

***  Ityrhet^Tness  of  the  buyer  to  get  the  cotton  as  cheap  as  he  can. 
TT«  n^v  stiiCa  weak  spot  in  the  market,  and  in  the  absence  of  com- 
wS  fSd  a  fanner,  or  merchant,  or  a  scalper,  who  would  sell  him 
ffon  at  ri  tfee  is  aUowed  to  pay.    In  such  cases  h^  firm  makes 

^^Onlhe^Srhand,  be  may  pay  more  than  he  is  suppc^ed  to  pay 

r^^    tCsucccI  of  a  cotton  concern,  therefore,  may  weU  depend 
veS'laS^  ?^^  judgment  of  its  road  buyers,  espec.aUy 

I^  to  their  ability  to  determine  the  grades  of  cotton. 
Section  2.  The  concentration  of  cotton. 

f^  The  cotton  accumulated  locaUy  by  interior  buyers,  local  store- 
keepers  and  also  to  a  lesser  extent,  pevUps,  by  road  tuyei^,  may  be  of 
^nSrable  variety,  either  in  grade  or  staple,  or  both.  In  con- 
seouenc^^^^^  is  concentrated  at  what  are  known  as 

sequence,  mucnu  concentration  of  cotton  from  an  economic 

TnlS  ^pn^dp^^^^^^  bring  together  lots  of  cotton  of 

^Se^g^^^^^  staples  so  that  they  can  be  classed  out  and 

d  S  infS  of  even-Amning  quality.  The  chief  disadvantage  of 
thrconcentratio^  of  cotton  is  the  extra  expenses  entailed  by  ware- 
tne  c^^^^H;™"!;"  phnrcrps  If  it  is  possible  to  class  the  cotton  out  at 
noSt'ofori^^^^^^^^^^^  ^bUgh  bill  of  lading  to  point  of 

Hhiftir^en^^^^^^  saved,  because  there  are  no  termmal 
SrXer  chafes  in  making  delivery  to  points  of  destination.  As  a 
rIsX the  tendency  of  the  modem  cotton  busmess  is  m  this  direction. 
At  certaiS  Sor  points  where  they  have  good  warehouses, 
and  partVcukrly  compressing  facilities,  it  is  sometimes  advantageous 
f^rnWpntr^^  the  smaller  points  where  such  warehouse 

aXomSes^^^^^^^  do  not  exist.   ^Cotton  at  these  pomts  is  put 

Lto  evTrS^lots,  and  again,  if  possible,  put  under  through  bills 

^'  SlXTeri^^^^^^^  more  or  less  satisfactory  warehouse 

facUitiS  thei^chief  disadvantage,  as  compared  to  the  larger  markets, 


1 


being  the  higher  cost  of  handling,  particularly  the  higher  insurance 
rates,  and  a  so  higher  rates  of  interest  if  the  cotton  is  carried  by  the 
interior  banks.  Most  large  handlers  find  it  advantageous,  therefore, 
^?  ^^^J^?,^^^  away  from  the  smaller  interior  points  and  c-oncentrate 
it  at  the  larger  interior  pomts,  or,  if  possible,  at  ports  where  better  and 
cheaper  facilities  are  available,  insurance  rates  are  lower,  and  fi^Aancinff 
can  be  done  more  easily  and  at  lower  rates  of  interest. 

1  he  large  New  Odeans  cotton  handlers,  for  example,  will  concen- 
trate at  various  important  points  in  the  interior,  such  as  Shreveport, 
Monroe,  Aiexandna,  or  any  location  where  the  charges  and  freight 
rates  make  it  favorable  for  them  to  do  so.  . 

Section  3.  Financing  the  cotton  producers. 

Factorage  frmncing.—On^nalij  the  term  ''cotton  factor"  appeal 
to  have  been  apphed  to  a  house  which  sold  cotton  on  commikion 
tor  planters  and  others  under  an  agreement  whereby  the  factor 
loaned  money  to  the  planter  or  other  borrower  in  advance  of  and 
dunng  the  growing  season,  on  condition  that  the  latter  should  ship 
a  certain  quantity  of  cotton  to  him  for  sale.  This  system  of  financing 
however    has  been  steadily  decHning  and  more  recently  the  term 

cotton  factor  has  been  applied  to  any  concern  that  receives  cotton 
for  sale  on  commission.  As  summed  up  by  one  man  closely  connected 
with  the  New  Orieans  Exchange  and  the  cotton  trade  of  that  city; 

The  factor  is  always  a  commission  broker,  and  usuaUy  a  credit  institution'' 
Formerly  the  factor  was  more  of  a  credit  institution  than  at  t^presfnt  time* 
He  extended  credit,  not  only  to  the  merchants  but  also  to  the  planters 

Bedine  of  financing. --Th^  decline  in  factorage  financing  may  be 
attributed  directly  to  the  development  of  better  banking  facifities 
and  increased  ability  on  the  part  of  planters  and  farmers  to  finance 
themselves,  both  because  of  better  credit  conditions  and  their  own 
improved  economic  position. 

It  was  an  old  southern  custom  and  almost  universal  for  the  farmer 
or  planter  to  have  some  one  finance  him  while  the  crop  was  growing 
In  the  spring  he^  would  come  to  town  and  see  his  factor,  who  w£ 
usually  a  man  of  means,  and  arrange  for  the  factor  to  furnish  him 
money  even  to  buy  the  seed.     He  would  then  give  a  mortgage  on  i 
his  crop  and  sign  an  agreement  to  seU  it  through  this  factor  when  ' 
harvested.     The  factor  also  financed  the  country  merchant  an 
through  him  the  small  farmer. 

In  earlier  days  there  were  no  smaU  local  banks  and  as  a  result 
the  planter  and  merchant  were  dependent  largely  on  the  factor  for 
on  ^n^i'  ^^|\P^'?^  *^  ^^d  4""ng  t^e  growing  season.  As  time  went 
Wan  to  f?l  t^tv!?^  ''^^'''''%^  a  footing,  plantei^  and  merchants 
began  to  turn  to  this  source  of  funds  rather  than  to  the  factor.     The 

W^L/'Jh  '^."^^1^''^''  "'"'''^^  "'''^^  intelligently  than  could  the  factor 
because  the  banker  was  a  near  neighbor  and  could  within  limits 
observe  the  planter's  or  the  merchant's  business.     M^st  of  tTese 

wfLTr^^  ^-  ^^'  ^""^  ^""^^^  "^^^^  ^^^y  obtain  funds  from  the 
tl?rl  .     ^?  ^?  "^creasing  extent  as  time  went  on  those  applying  to 

met  wi  h'lnf  ^^^^\^r  ^^i  1^««  satisfactory  credit  risks !^^  lac toi^ 
^  farl  finff  •''^  bad  credits  and  m  consequence  the  business,  in 
derW     ^^^^^°g  ^^  mvolved,  became  less  desirable  and  began  to 
beco^!;  m""?  recently  many  of  the  farmers  and  plantei^^have  / 
o  «T?.     ^  •''  ^"/"''^  themselves  through  the  cropping  season,  and  / 
to  an  mcreasing  degree  a.  hen  the  crop  is  harvested,  they  send  the/ 
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dw  p.rtl>-  to  c«.,Mm  .«d  10  C«"<>»'i";2S'"»E.  the  t.ctot  .till 

-=H£sSi~ar'rH:t-rt«?! 

'rZ^X«0.£dX'J^C'  OriEi.rily  tl..y.r.n..r....«l 
r.ii°d  ri/fl  b'S  Si"  .r.l....3  .nd.  in  th.  c...  of  .....t 

*"  *"^'  JLSitoi    siirirti.SKi«l™ri.««.iiii«iiy«»i",«'- 

to  toien  i.  th.  pri»cipJ  c.tto«-prod.»»g  St.t«  »  IMl. 


1 


State 


North  Carolina. 
South  Carolina. 

Georgia 

Tennessee 

Alabama 

Mississippi 

Arkansas ... 

Louisiana .. 

Oklahoma — ... 
Texas < 


Note 
without 
indorse- 
ment 


Note 
with  one  I  Mortgage 


las 

9.1 
12.5 
18.1 

ia4 

12.7 
12.1 
15.5 
17.2 
21.9 


or  more 
indorse- 
ments 


on  live- 
stock 


Crop 
lien 


Ware- 
house 
receipts 


Stocks 

and 

bonds 


68.6 
41.0 

sai 

87.2 

aai 

27.0 
37.9 
52.7 
12.9 
18.0 


1.7 
13.6 
14.5 

&0 
31.5 

aa2 

22.7 
114 
49.3 
38.1 


5.3 
2a2 

4.9 

L5 
26.1 
15.1 
19.9 

5.3 
18.1 
18.3 


11 

9.7 
10.0 

.8 
7.5 
8.0 
3.0 
3.7 

.7 
L6 


7.5 

4.8 

3.5 

5.8 

2.4 

9.1 

2.2 

0.0 

1.3 

LI 


Other 
ways 


4.4 

L6 
4.5 
1.6 
3.0 
7.9 
3.2 
3.5 
.6 


I  Department  of  Agriculture  Yearbook,  1931,  p.  3e». 
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From  these  figures  it  appears  that  personal  notes  with  one  or  more 
indorsements  are  the  most  conunon  form  of  security,  except  in 
Alabama,  Oklahoma,  and  Texas,  where  mortgages  on  livestock  are 
most  important.  Livestock  mortgages,  crop  liens,  and  unindorsed 
notes  are  the  other  most  important  forms  of  security. 

Period  of  loans. — The  loans  in  question  most  frequently  run  from 
three  to  nine  months  and  within  this  period  are  rather  evenly  divided 
between  those  running  from  three  to  six  and  those  running  from 
six  to  nine  months.     This  appears  in  the  following  table: 

Table  2. — Per  cent  of  banks  repoHing  specified  average  terms  of  personal  and 

collateral  loans  to  farmers,  March,  1921  * 


State 

Ito30 
days 

lto3 
months 

3to6 
months 

6to9 
months 

9  to  12 

months 

sis 

North  Carolina.... . 

2R0 

12.5 
3.9 

28.5 
4.2 
9.2 
7.2 
9.3 

1L6 
7.9 

53.7 
40.1 
50.3 
45.0 
30.5 
31.2 
36.7 
37.2 
49.6 
52.1 

15.9 
40.8 
38.5 
14.6 
39.9 
3a5 
45.9 
37.2 
3L9 
33.0 

2.4 

6.6 
7.3 

n.9 

25.4 
19.3 
10.2 
16.3 
6.5 
6.7 

South  Carolina 

— ...._.. 

Georgia 

Tennessee ........ 

Alabama .— ... . 

Mississippi 

Li 

Arkansas '_'. 

Louisiana -...._..... ..Ill" 

/-\  1_  1  „  I,  „,  __  _                                                                                             •  •  —  - 

Oklahoma.......... . .......... 

Texas 

0.4 

.1 

»  Department  of  Agriculture  Yearbook,  1921,  p.  369.  r 

Rates  of  interest. — The  same  study  of  the  Department  of  Agricul- 
ture showed  that  the  prevailing  rates  of  interest  on  personal  and 
collateral  loans  to  farmers  in  the  10  principal  cotton-producing  States 
were  as  follows: 

Table  3. — Average  prevailing  rates  of  interest  on  personal  and  collateral  loans  to 

farmers  in  the  spring  of  1921  ^ 


Per  cent 

North  Carolina 6.  23 

Tennessee. .     7.88 

South  Carolina 8.  06 

Mississippi ..     8.  11 

Louisiana 8.  34 


Per  cent 
Alabama g  45 

Georgia IIIIII     a  94 

ie,^as__. 9.  6g 

Arkansas 9  79 

Oklahoma 211     9!  84 


» Yearbook  of  the  Department  of  Agriculture  1921,  p.  368. 

The  average  rates  of  interest  reported  as  paid  by  producers  suegest 
that  the  smaller  cotton  farmers  of  the  South,  as  well  as  producwl  in 
other  sections,  might  profitably  study  the  cooperative  credit  idea  as 
exemphfied  particularly  in  the  Raiffeisen  societies «  of  Europe  with 

«o'J5«^*Pf?®°  societies  popularly  known  as  vUla^ge  banks,  or  savings  and  loan  banks,  have  but  oda 
paid  official,  the  aooounUnt,  who  is  generaUy  the  village  priest,  school-teacher  or  a  iTitof  rWhii^  ^ar^?^ 
and  in  the  earlier  days  was  often  not  a  membef  of  the  society  He  reS^es?Sy  Jf  froTioo  to  i^^f Iti 
rZi  40  to  $190.40  par)  a  year  for  his  services,  and  his  office,  VhichiXqSntl7?JVr(iT^nTish^T^ 
{wo^ofSr^eCniS^'r^S:  ""^'^  ^'  '^^^  '^'^'  "  °"  ^°"^^^'  SuSdayslfter  chrh°s^rvi^rild  o^ 

•  •  •  •  , 

The  Raiffeisen  societies  exist  where  the  population  Is  snarae     Th«v  tAm  tn  hov.  «««  <»w.<«»«  •         i. 

onjy  about  15  or  20  members.    They  are  composed  mamly  of  one  class,  farmers     Their  obteet  is  nnt  t^ 

SrS^nfiii;?*J^^f^"%  ^"*i^,!*^  "^«  ^^?^  ^^^  «"«^»>1«'  ^^^  to  benefit™  very^  °^ffi  ma^wit? 
pi  members  come  from  the  middle  class.    However   anv  r>erson  mav  h«  nrtmittnH  iTT^^^lrl.^^  ,}' 

^aT^^r"**^1  ^^  \°ir'^'-^^^«  society  and'bJ^^gS:Sd\^L^t?SX?h?fSs^^^    ^t 
orderly  habits,  good  reputation,  good  moral  character,  and  able  to  support  hhnself  if  elected^vThe  mJm: 

S?h;  J^tn^iiTtET'^'"  V  debarred  from  membership,  for  nearly^^ery  faSni  hS^sSie  eiuiprent 
or  livestock  or  a  Uttle  property  of  some  kmd  that  can  be  used  for  security  if  need  be  equipment 

•  *  •  •  •  •  '  « 

nev*'rSf,lf.^^^.'?^ifii?«  W-  *  ■  ***i*^  ^^^^  original  principle  of  unlimited  liahUity.    (Edson  L.  Whit- 
B^iw'iTL^bli'sSti^Jics' N^^^  *^^  "^  ^^^  C«^^^^  ^^^'^  of  tile  United' s'SSi 


!l 
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their  principle  of  unlimited  liability  of  members.  In  North  Carolina 
the  cooperative  credit  societies  or  credit  unions  have  been  making 
slow  but  steady  progress.  According  to  the  1921  reporte  of  the 
North  Carolina  Superintendent  of  Credit  Unions,  thero  were  22 
such  unions  in  the  State  with  1,002  members  and  assets  of  $90,819. 
Several  of  these  associations  were  composed  of  negro  farmers. 

Section  4.  The  spot  cotton  markets. 

In  determining  the  scope  of  the  field  inquiry  the  spot  markets 
selected  for  study  were  tWe  10  designated  by  the  Secretary  of 
Agriculture  for  ascertaining  the  pnce  differentials  at  which  the 
various  grades  of  cotton  will  be  deliverable  on  contracts  for  future 

^%Z7coUon  sales  hy  marlceL^.-The  volume  of  sales  of  spot  cotton 
m  these  10  markets  for  the  last  three  years  is  shown  in  the  foUo>Mng 
table : 

Table  A.—Sales  '  of  spot  cotton*  in  10  markets  by  crop  years,  1919-20  to  1922-fS 

[In  thousands  of  bales] 


Market 


Houston » 

Dallas 

New  Orleans. 

Galveston 

Memphis 

Little  Rock... 

Norfolk 

Augusta 

Savannah 

Montgomery. 


i9i»-ao 


Total. 


1,350 
894 
568 
427 
886 
146 
165 
254 
150 
49 


1920-21 


4,397 


1,874 

<918 

323 

97 

334 

189 

99 

90 

63 

36 


1921-22 


841 

879 

476 

292 

397 

153 

172 

55 

78 

27 


1922-23 


4,023 


3,365 


977 

974 

347 

470 

263 

816 

126 

60 

71 

31 


4-year 

average 


3,635 


1.260 
916 
428 
821 
345 
201 
140 
115 
91 

3a 


8,855 


1  Figures  compUed  from  Department  of  Agriculture  report,  of  designated  spot  markets,  for  the  52  weeki 

•°,%^t«™ ^W  Stt'Jn'' VliSl^'as  contrasted  with  future  contract  cotton.     For  some  markets  the 
J  J  fliiTinchSe  St"on  sold  ISSrWe'^d  f .  o.  b.  as  weU  as  cotton  sold  on  spot  terms. 
»  Houston  sales  include  f.  o.  b.  cotton.  „       ^  ^    p      ^  ^^^  ^^  t^ 

•  NO  sale,  .t  DaU^_  -e™ jeT^ '™^  Oc^  19  ^  No- »^-    ES°t.  £  b.S«  w«.  r.,o,??d  as  prior 


arrive  sales  only  were  reported 
to  Oct.  19. 


While  the  foregoing  figures  are  designed  to  give  some  idea  of  the 
relative  importance  of  the  different  markets,  they  reaUy  give  com- 
paratively fittle  information  owing  to  the  fact  th»t  tl'f, '•f"';*^^^'^ 
Le  computed  upon  different  bases  with  the  result  that  the  figures 
are  frSiLntly  not  comparable  with  one  another.  As  these  differ- 
ences Tthe  biases  of  reporting  sales  are  discussed  m  detail  ekewhere 
in  the  report  (see  Chap.  VI),  it  is  not  necessary  to  go  mto  the  matter 

""Ushould  be  noted,  however,  that  there  might  be  considerable 
changes  in  the  indicated  importance  of  various  markete  were  the 
rS  of  sales  based  upon  transactions  of  identical  character  m  the 
di&erent  markets  instead  of  being  compiled  upon  the  basis  of 
different  types  of  sales.  .  .  .  .  •  ^  «u-  „  :„ 
SvotcoUonreceivts.-'^^  importance  of  various  ^^«"f  ^^^^^f^^^ 
the  Cotton  Belt  and  of  various  ports  north  and  south  as  receiving 
points  for  cotton  is  indicated  by  the  foUowmg  tables.   

» Ibid.,  pp.  44-51. 
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The  figures  in  Table  5,  so  far  as  it  has  been  possible  to  determine, 
are  figures  of  total  receipts  from  all  sources.  Figures  in  Table  6  are 
of  net  receipts  only  and  exclude  shipments  arriving  from  other  ports. 
Apparent  discrepancies  between  certain  of  the  figures  in  these  tables 
ana  the  sales  figures  in  the  last  preceding  one  are  probably  due  to  the 
fact  that  sales  figures  in  certain  cases  uor  example,  Dallas)  include 
sales  of  cotton  outside  the  market  on  to-arrive  and  f.  o.  b.  terms, 
which  cotton  is  never  actually  received  at  the  market  where  the  sale 
is  reported. 

Table  6. — Average  receipts  of  cotton  at  20  interior  towns,  1919-20  to  1922-23 « 


Receipts  in  bales, 
average 

Houston 2,  599,  892 

Memphis- 1,  055,  500 

St.  Louis 812,  934 

Augusta 407,  777 

Atlanta.  __ 243,354 

Columbia- 235,826 

Little  Rock 192,  108 

Dallas 143,085 

Macon__ _._ 102,522 

Fort  Worth  » 89,  750 

>  Compiled  from  the  Annual  Reports  of  the  Cotton  Crop  for  the  years  ending  July  31,  1922,  and  July  31, 
1923,  New  York  Cotton  Exchange.  The  receipts  reported  do  not  state  whether  they  are  gross  or  net  re- 
ceipts. So  far  as  can  be  determined  directly  from  the  figures  available,  in  a  few  of  these  markets  the  receipt* 
include  all  cotton  coming  into  the  market  from  all  sources.  ' 

>  Three-year  average,  1919-30,  omitted. 

Table  6. — Average  net  receipts  of  cotton  at  ports,  1919-20  to  1922-23  » 


Shreveport 

Montgomery  _ . 
Columbus,  Ga. 

Rome 

Helena 

Selma 

Meridian 

Yazoo  City 

Natchez 

Vicksburg 


Receipts  in  bales, 
average 

79,  164 
58,  307 
66,  005 
44.  251 
37,  307 
42,  023 
34,936 
30,  238 
27,  155 
20,805 


In  bales, 
average 

Wilmington 115,549 


San  Francisco - . 

Brunswick 

Baltimore 

San  Pedro,  Calif. 

Boston 

New  York 

Philadelphia 


89,  568 
58,  924 
56,  709 

51,  693 

52,  666 
26,  251 
18,  183 


In  bales, 
average 

Galveston 2,  535,  772 

New  Orleans 1,  378,  668 

Savannah 812,139 

Houston _—  435,094 

Norfolk 321,  505 

Charleston.  __ 208,055 

Port  Townsend 145,  133 

Mobile 158,  390 

Texas  Qty 120,  054 

>  Compiled  from  the  Annual  Reports  of  the  Cotton  Crop  for  the  years  ending  July  31, 1922,  and  July  31, 
1023,  New  York  Cotton  Exchange.  The  gross  receipts  of  cotton  by  ports  consist  of  cotton  from  all  places. 
Including  cotton  that  may  have  been  received  from  some  other  ports.  Net  receipts  include  only  cotton 
that  has  not  touched  at  any  other  port. 

Augusta. — The  Cotton  Exchange  of  Augusta,  Ga.,  was  organized 
September  16,  1920,  and  took  over  the  assets  of  the  Augusta  Cotton 
Exchange  and  Board  of  Trade,"  the  latter  organization,  which  had 
been  formed  in  1887,  being  dissolved.  The  membership  is  composed 
of  84  full  members,  28  attorneys,  and  28  associate  members. 

The  areas  tributary  to  the  Augusta  market  are  South  Carolina, 
Georgia,  and  parts  of  Alabama  and  North  Carolina,  but  this  tribu- 
tary territory  is  practically  all  within  a  radius  of  150  miles  at  the 
outside.  The  grades  and  staples  preponderating  in  the  market  as 
reported  in  1922  are  middling  to  strict  low,  seven-eighths  to  an  inch. 
Tne  bulk  of  the  business  is  factorage,  it  being  estimated  that  in 
normal  times  from  75  to  80  per  cent  of  the  receipts  are  factorage 
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cotton  to  be  sold  on  commission  for  the  account  of  the  interior 
shippers.® 

Tne  balance,  20  or  25  per  cent,  is  purchased  outside  of  the  market 
by  Augusta  concerns.  It  is  estimated  that  about  90  per  cent  of  the 
total  receipts  are  spot  and  10  per  cent  to-amve.  Foreign  buyers 
and  exporters  are  said  to  take  about  30  per  cent  of  Augusta  cotton, 
70  per  cent  being  absorbed  by  domestic  concerns.  Of  this  latter 
probably  90  per  cent  goes  to  southern  mills  and  10  per  cent  to  New 
England.  Tne  city  has  storage  capacity  of  around  300,000  bales, 
and  it  is  estimated  that  its  mills  will  consume  100,000  bales  annually. 

Norfolk. — The  Norfolk  and  Portsmouth  Cotton  Exchange  was 
organized  in  1874,  but  was  not  incorporated  until  1877.  The  active 
membership  is  only  26,  but  there  are  31  associate  members. 

According  to  statements  made  in  the  summer  of  1922  the  grade 
and  staple  predominating  in  the  market  is  strict  low  middling  seven- 
eighths  inch.  A  considerable  quantity  of  three-fourths-inch  cotton 
and  a  great  deal  of  stained  cotton,  botn  blue  and  yellow,  is  received. 
It  is  estimated  that  95  per  cent  of  the  receipts  are  spot  and  about 
5  per  cent  to-arrive.  Aoout  45  per  cent  of  the  sales  made  are  for 
export  and  about  55  per  cent  to  domestic  concerns.  Of  the  domestic 
sales  about  90  per  cent  are  to  New  England  mills  or  for  deUvery  on 
New  York  futures  contracts,  the  balance  going  to  southern  mills. 

Savannah. — The  Savannah  Cotton  Excnange  was  incorporated  in 
the  early  seventies.  The  Savannah  market  has  a  warehouse  capacity 
of  from  500,000  to  600,000  bales  and  receives  in  the  neighborhood 
of  1,000,000  bales  of  cotton  annually,  drawn  from  Georgia,  Alabama, 
and  the  Carolinas.  The  preponderant  grade  and  staple  as  reported 
in  1922  is  average  middling  seven-eighths  inch.  It  is  estimated  that 
35  to  40  per  cent  of  the  cotton  received  goes  to  local  factors  for  sale 
on  commission,  while  from  60  to  65  per  cent  of  the  receipts  are 
bought  in  the  interior.  The  secretary  and  superintendent  estimates 
that  32  per  cent  of  the  business  is  spot  and  the  oalance  f .  o.  b.  While 
there  are  about  13  factors  in  the  market  it  is  reported  that  the  bulk 
of  this  business  is  handled  by  three  concerns. 

On  the  selling  side  Savannah  is  primarily  an  export  market. 
Sales  are  estimated  to  be  75  per  cent  to  foreign  buyers  and  exporters. 
About  18  per  cent  of  the  domestic  sales  are  estimated  to  go  to  New 
England  mills  and  7  per  cent  to  southern  mills. 

Dallas. — The  Dallas  Cotton  Exchange  was  incorporated  in  1907 
and  in  July,  1922,  was  composed  of  about  80  active  members  and 
60  associate  members.  Strictly  speaking,  the  tributary  area  of  the 
market  is  probably  within  a  radius  of  100  miles — what  is  known  as 
the  ''black  land  belt" — but  the  market  draws  cotton  from  all  over 
Texas,  parts  of  Louisiana,  Oklahoma,  and  some  even  from  California. 
The  preponderating  grades  and  staple,  according  to  interviews  in 
1922  are  strict  low  middling  to  strict  middling  of  from  1-inch  to  lA 
or  IJ  inch  staple,  though  it  is  stated  that  the  grades  depend  entirely 
upon  the  season.  Almost  all  of  the  Dallas  business  is  spot,  the  to- 
arrive  business  being  very  small.  Estimates  of  the  volume  of  re- 
ceipts sold  on  commission  for  the  account  of  shippers  range  from  as 
low  as  10  to  as  high  as  25  per  cent  and  of  the  volume  of  receipts 
bought  outside  the  market  from  75  to  90  per  cent.     From  75  to  80 

« It  is  estimated  that  only  50  per  cent  of  the  crop  of  1921  was  handled  on  this  basis,  however,  owing  to  the 
short  crop,  and  factorage  is  reported  to  be  declinuag. 


per  cent  of  the  sales  are  estimated  to  be  for  export  and  to  foreign 
Duyers  and  20  to  25  per  cent  for  domestic  consumption,  the  latter 
being  divided  about  evenly  between  northern  and  southern  mills. 
There  is  a  small  quantity  oi  street  or  wagon  cotton  sold  in  the  Dallas 
market.  This  cotton  is  brought  in  by  growers  who  have  a  few  bales, 
perhaps  only  one  or  two,  in  some  cases. 

Montgomery. — There  has  been  a  local  cotton  market  at  Mont- 
gomery antedating  the  Civil  War,  but  the  present  Montgomery 
Cotton  Exchange  was  organized  October  23,  1912.  There  are  19 
full  members  and  a  few  associates.  The  exchange  is  really  only  an 
association  for  the  purpose  of  obtaining  market  reports,  etc.,  and 
the  only  regular  employee  is  the  secretary. 

The  market  serves  a  relatively  small  territory  about  50  miles 
north,  40  miles  west,  30  miles  south,  and  25  to  40  nules  east.  Reports 
made  in  1922  show  that  middUng  grade  and  seven-eighths  inch  staple 
preponderate  in  the  market.  Normally  from  40,000  to  60,000  bales 
are  handled  and  in  exceptional  years  75,000.  It  is  estimated  that 
50  per  cent  of  the  receipts  are  on  conunission,  the  other, 50  per  cent 
representing  purchases  of  local  concerns  made  outside  of  Montgomery. 
About  25  per  cent  of  all  sales,  it  is  estimated,  are  for  export,  about 
40  per  cent  are  to  eastern  mills,  and  35  per  cent  to  southern  mills. 

Little  Rock. — The  cotton  market  at  Little  Rock,  Ark.,  has  probably 
existed  since  the  establishment  of  the  city.  The  Little  Rock  Cotton 
Exchange  is  an  outgrowth  of  the  board  of  trade  of  this  city,  which 
was  formed  in  1886  and  consolidated  in  1916  with  the  chamber  of 
commerce.  Little  Rock  receipts  are  almost  exclusively  from  Arkan- 
sas and  have  averaged  around  200,000  bales  in  the  last  five  years. 
Above  10  per  cent  of  these  receipts  have  been  wagon  or  street  cotton. 

As  reported  in  1922,  the  cotton  runs  largely  from  1  to  l^  inch 
staple,  though  the  market  handles  all  kinds  of  cotton  from  ''dog" 
on  up.  The  grade  in  years  of  bad  picking  weather  may  run  as  high 
as  75  per  cent  low  grade,  but  in  normal  season  will  run  50  per  cent 
middling  with  some  nigher  grades. 

Houston. — The  Houston  Cotton  Exchange  was  organized  in  1874 
and  the  membership  at  the  present  time  is  composed  of  150  regular 
and  22  associate  members  and  5  representatives  of  steamship  agents, 
owners,  charterers,  etc.  The  cotton  supply  of  the  market  comes  from 
Texas,  Oklahoma,  Arkansas,  and  Louisiana.  Like  Dallas,  some 
cotton  is  obtained  from  California.  Houston  compresses  and  ware- 
houses can  take  care  of  something  like  600,000  bales  of  cotton  at  one 
time. 

The  preponderant  grades  and  staples  are  apparently  strict  low 
middling  and  strict  middling  of  1  to  l-jV  inch  staple,  according  to 
statements  made  in  1922.  In  1920-21,  968,969  bales  out  of  sales  of 
1,279,680  and  in  1921-22,  536,748  bales  out  of  sales  of  825,838  were 
sales  to  arrive,  or  75  and  64  per  cent,  respectively.' 

It  is  estimated  that  from  15  to  25  per  cent  of  the  receipts  are  for 
sale  on  conmiission  for  the  account  of  the  shipper,  the  balance  being 
purchases  made  outside  the  market  for  the  accoimt  of  Houston 
merchants. 


•  These  figures  differ  somewhat  from  those  given  in  a  preceding  table.  It  happens  that  the  Houston  ei« 
change  is  one  of  the  few  which  publishes  annual  sales  and  these  figures  are  taken  from  those  statements. 
In  Um  table  §boY%  the  weekly  nim  u  compiled  b j  the  Department  of  AKriculture  were  used. 
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The  lowest  estimate  of  the  volume  of  sales  to  foreign  buvei-s  and 
exporters  on  this  exchange  is  70  per  cent  of  the  total.  Most  con- 
cerns of  whom  inquiry  was  made  estimated  that  this  class  of  business 
composed  from  80  to*^90  per  cent  of  the  sales  made. 

Considerable  wagon  or  street  cotton  isi-eceived  at  Houston,  though 
this  constitutes  but  a  small  proportion  of  the  total  receipts.  In  the 
cotton  year  1920-21  these  receipts  amounted  to  only  2,278  bales, 
but  in  tlhe  preceding  year  they  aecregated  6,048  bales.  Though  such 
cotton  could  presumably  be  sold  to  any  of  the  local  buyers,  the 
secretary  of  the  exchange  states  that  there  are  only  some  four  or 
five  buyers  out  of  the  70  cotton  firms  there  who  purchase  it. 

Memphis.— The  Memphis  Cotton  Exchange  was  organized  m 
December,  1873,  and  in  1922  was  composed  of  175  members.  From 
1913-14  to  1921-22  gross  receipts  at  Memphis  have  ranged  from 
929  917  bales  in  1920-21  to  1,422,237  bales  in  1917-18,  and  net 
receipts  from  335,344  bales  in  1921-22,  to  753,462,  in  1916-17. 
Koughlv  speaking,  from  50  to  65  per  cent  of  the  gross  receipts  are 
through  cotton.^"  Sales  of  cotton  for  the  last  three  crop  years  have 
been  about  370,000  bales  annually,  as  shown  in  a  preceding  section. 
The  secretary  of  the  exchange  is  authority  for  the  statement  that 
while  all  kinds  of  cotton  are  handled  from  short  three-fourths  inch 
up  to  staple  If  inches,  the  bulk  of  the  receipts  (probably  two-thirds) 
are  staple  cotton  running  \^  inches  and  above. 

The  factorage  and  commission  business  is  particularly  important 
at  Memphis  as  is  indicated  by  the  estimate  that  85  per  cent  of  the 
receipts  are  consigned  to  these  classes  of  concerns.  At  the  same  time 
it  is  stated  by  factors  at  this  market  as  at  others  that  the  factorage 
business  is  on  the  decUne.  This  refers  not  only  to  the  sale  of  cotton 
on  commission,  but  also  to  the  commission  business  when  financing 
is  involved,  since  certain  of  the  Memphis  factors  still  finance  farmers 
and  country  merchants  to  some  extent.  .         /  ^i 

Very  little  cotton  is  sold  to-arrive,  according  to  the  secretary  of  the 
exchange,  who  estimated  that  not  much  more  than  1  per  cent  was 
so  disposed  of.  It  is  stated  by  factors,  however,  that  owing  to 
changes  in  freight  conditions  Memphis  is  tending  to  become  an 
fob  market  and  that  a  number  of  factors  are  selling  cotton  to- 
arrive"  and  from  actual  samples  of  bales  stored  m  the  interior. 

It  is  estimated  that  approximately  two-thirds  of  the  Memphis 
sales  are  for  export  and  one-third  domestic,  the  latter  being  about 
equally  divided  between  eastern  and  southern  mills.  As  already 
stated,  the  market  receipts  are  very  largely  composed  of  high-grade 
long-staple  cotton,  which  is  much  in  demand  by  English  spinners  so 
much  so,  in  fact,  that  it  is  stated  that  Memphis  is  considered  a 

Liverpool  market.  ,  .       .^  j 

Galveston.— GsilTesion  is  by  far  the  greatest  cottonreceivmg  and 
exporting  port  in  the  United  States,  surpassing  New  Orleans  in  both 
of  these  respects.  In  the  crop  year  ending  1921-22  Galveston  net 
receipts  were  2,551,935  bales  and  in  1922-23,  2,345  674  bales  The 
city's  total  exports  in  corresponding  years  were  2,494,504  bal^  and 
1  929  111  bales.  These  figures  exceeded  by  approximately  1,000,000 
bales'  or  more,  the  New  Orleans  net  receipts  and  exports  of  the  same 
years." 


"  rorS'JJX'of  .KSlSTsJ^tirSSieSi'"™^^^^^  New  Orl«os  C<.tU,n  E.ch«...,  .^». 


It  is  estimated  that  from  75  to  90  per  cent  of  the  total  Galveston 
receipts  are  ''to-arrive"  or  "f.  o.  b."  cotton,  the  balance  being  spot. 
The  commission  business  is  stated  to  be  relatively  small,  from  75  to 
90  per  cent  of  the  total  receipts  representing  purchases  made  directly 
from  points  outside  the  market.  About  85  per  cent  of  the  total  sales 
arc  reported  to  be  either  to  foreign  buyers  or  for  export.  Another 
10  per  cent,  it  is  estimated,  goes  to  New  England  mills,  and  the 
remaining  5  per  cent  to  southern  mills. 

New  York. — While  New  York  is  easily  the  most  important  of  the 
(wo  future  markets  in  the  United  States,  it  is  of  but  little  more  im- 
portance as  a  market  for  spot  cotton  than  some  of  the  smaller  south- 
ern spot  cities. 

In  1919-20  New  York  spot  sales,  in  round  numbers,  were  only 
59,000  bales,  and  in  1920-21,  37,000.  In  1921-22  they  totaled  61,000 
bales  and  in  1922-23  only  25,000  bales."  On  the  basis  of  total  spot 
sales,  therefore.  New  York  is  about  comparable  with  Montgomery, 
Ala.  Moreover,  some  of  the  cotton  sold  on  the  New  York  market 
represents  cotton  outside  New  York  sold  to  arrive  at  points  other 
than  New  York.  It  is  usually  cheaper  to  load  cotton  at  some 
southern  port,  thus  taking  advantage  of  through  rates  and  saving  in 
storage  and  handling  charges,  storage  charges  being  considerably 
higher  in  New  York  than  in  the  South. 

Despite  the  small  volume  of  spot  cotton  sold  in  New  York,  the 
total  receipts  at  that  port  are  fairly  heavy.  Thus,  in  each  of  the 
crop  years  1920-21  and  1921-22  they  aggregated  approximately 
500,000  bales."  Most  of  this  cotton  is,  however,  through  cotton  not 
unloaded  to  be  sold,  but  merely  arriving  there  in  the  course  of  the 
movement  to  its  final  export  or  domestic  destination.  In  the  year 
ending  July  31,  1922,  for  example,  the  receipts  of  through  cotton 
amounted  to  318,888  bales  out  of  total  receipts  of  537,194  bales, 
according  to  the  secretary. 

New  Orleans. — The  New  Orleans  Cotton  Exchange  was  originally 
chartered  in  1873,  though  its  present  charter  was  granted  in  1898. 

On  the  basis  of  domestic  freight  rates — that  is,  for  domestic  busi- 
ness— it  is  claimed  that  New  Orleans  territory  includes  Mississippi 
west  of  the  Gulf,  Mobile  &  Northern  Railroad,  western  Tennessee 
and  Kentucky,  all  of  Louisiana,  and  central  and  eastern  Arkansas. 
While  New  Orleans  draws  on  other  producing  areas  and  meets  some 
competition  in  the  areas  described  above,  this  may  be  said  to  be  New 
Orleans  territory. 

On  the  basis  of  export  rates — that  is,  for  foreign  business — New 
Orleans  draws  on  northeastern  Texas  and  Oklahoma  in  addition  to 
the  area  described  above. 

New  Orleans  is  largely  eliminated  from  handling  Texas  business, 
however,  except  in  a  secondary  way.  Texas  has  been  producing  on 
the  average  about  27  per  cent  of  the  cotton  crop.  About  3,000,000 
bales  are  produced  witnin  250  miles  of  Galveston.  New  Orleans  has 
no  such  large  immediately  tributary  area  because  the  lower  part  of 
the  State  is  devoted  largely  to  rice  and  sugar.  Galveston  ana  Hous- 
ton are  in  position  to  secure  the  bulk  of  the  central  Texas  business  and 
Houston  is  assisted  by  favorable  freight  rates.  Next  to  Galveston, 
New  Orleans  is  the  largest  cotton  port  in  the  country.     Savannah  is 

u  Figures  compiled  from  Department  of  Agriculture  reports. 
u  Ajmual  report  of  the  cotton  crop,  New  York  Cotton  Exchandu 
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its  principal  competitor  for  export  business.  Mobile  also  competes  to 
some  extent  for  exports  from  the  Gulf,  but  the  busmess  vanes  little 
from  year  to  year  and  there  seems  to  be  no  great  effort  to  expand  it. 
Ocean  rates  have  been  such  as  to  give  New  York  a  differential 
of  25  cents  per  100  pounds  over  New  Orleans,  7i  cents  to  Savannah, 
and  15  cents  to  Norfolk.  Considering  the  insurance  and  interest 
charges  in  addition  to  the  ocean  rates,  New  Orieans  exporters  contend 
that  they  need  a  rail  differential  of  Hi  cents  to  comnete  with  Savan- 
nah on  an  equal  footing.  They  also  contend  that  they  should  have 
a  minimum  differential  of  45  cents  in  order  to  compete  with  the 
Pacific  coast  for  Asiatic  business.  -kt      r^  ^         u 

For  several  years  past  net  receipts  of  cotton  at  New  Orleans  have 
been  comparatively  stable,  varying  only  from  something  over  a 
milhon  and  a  quarter  to  something  over  a  milhon  and  a  half  bales. 
Gross  handlings  at  the  port  for  the  last  few  years  are  estimated  at 
from  11  to  16  per  cent  of  the  commercial  crop." 

During  the  five  years  1917-18  to  1921-22,  the  average  of  the  grades 
handled  at  New  Orleans  was  middling  in  two  years,  barely  middling 
in  two  years,  and  strict  low  middling  in  one  year.  The  staple 
normally  preponderating  is  seven-eighths  to  1  mch  perhaps,  mostly 
seven-eighths  inch,  though  a  considerable  quantity  of  tlie  extra  staples 
are  handled,  varying  with  the  season.  Out  of  total  sales  of  1 ,030  000 
bales  in  the  year  ending  October  31,  1922,  something  over  half, 
550,000  bales,  were  local  sales,  accordmg  to  the  secretar>'  of  the 
exchange  About  230,000  bales  were  sold  to-amve  and  f.  o.  b.  and 
250  000  guaranteed  through.  Of  this  total,  46,963  bales  were 
absorbed  by  the  local  mills,  189,775  bales  were  shipped  by  rail  to 
southern  mills,  the  balance,  793,162  bales,  was  shipped  to  foreign 
consumers  and  eastern  mills. 
Section  5.  Factorage  compared  with  direct  business. 

Factorage  business,  meaning  the  sale  of  cotton  on  commission, 
either  with  or  \^-ithout  financmg,  is  perhaps  more  important  rela- 
tively at  Memphis  than  at  any  other  of  the  larger  snot  markets,  it 
being  estimated  that  85  per  cent  of  the  receipts  at  this  market  are 
.  consigned  to  factors  and  commission  men.  The  estimated  volume  of 
factorage  or  commission  cotton  is  also  high  at  Augusta,  75-80  per 
cent  At  most  of  the  other  important  markets  the  proportion  oX 
cotton  for  sale  on  commission  is  considerably  below  50  per  cent. 
At  Memphis  the  financing  of  the  planter  by  the  factor  is  perhaps  m 
use  to  a  greater  extent  than  at  any  other  market. 

Some  of  the  small  markets  also  have  factors  and  in  some  places 
the  factor's  business  is  combined  with  the  grocery  business,  so  that 
supplies  can  be  shipped  to  customers  to  be  covered  by  shipments  of 
cotton.     This  condition  does  not  obtain  m  New  prieans,  however 

It  is  quite  generally  admitted  that  factorage  in  the  sense  of  the 
spot  cotton  commission  business  is  on  the  decline,  as  well  as  the  fac- 
torage system  of  financing.  The  steady  increase  m  the  volume 
of  dh^ect  business  is  gradually  destroying  the  older  commission  system 

^  In^he^old  days  the  interior  had  no  storage  places  and  no  small 
banks.    After   the  farmer's  or   the   planter^s   cotton   was  ginned, 

receipts  consist  of  cotton  which  has  not  touched  at  another  port. 


therefore,  it  became  necessary  for  him  to  ship  it  to  some  place  where 
buyers  were  to  be  found,  because  he  had  no  local  storage  facilities 
available,  nor,  even  if  there  had  been,  the  credit  facilities  to  finance 
the  carrying  of  the  cotton.  On  the  other  hand,  buyers  would  go 
only  to  those  places  where  cotton  was  to  be  found  in  quantities,  and 
so  there  developed  concentration  points,  originally  probably  ports 
or  river  points,  to  which  the  farmers  and  planters  sent  their  cotton 
and  at  which  buyers  congregated.     As  one  Memphis  factor  puts  it: 

My  father  began  this  business  over  60  years  ago.  At  that  time  there  were 
only  a  few  railroads,,  and  most  of  the  cotton  coming  to  Memphis  from  a  distance 
came  by  river,  and  it  all  came  to  Memphis,  for  that  was  the  only  place  to  sell  it. 

Under  these  conditions,  therefore,  it  was  necessary  for  the  farmer 
and  planter  to  employ  an  agent  at  the  concentration  point  to  look 
after  the  sale  of  the  cotton,  and  so  the  commission  sales  system 
developed  with  its  adjunct  of  financing. 

As  time  went  on  more  railroads  were  built,  telephone  lines  were 
constructed,  small  banks  sprang  up  in  the  interior,  and  cotton  com- 
presses and  warehouses  began  to  appear.  The  interior  compress 
was  a  significant  factor  in  the  development  of  a  different  system 
of  marketing,  because  cotton  could  tnen  be  shipped  compressed 
making  a  certain  saving  in  freight  and  the  through  bill  of  lading 
was  possible.  The  warehouse  and  the  bank  were  similarly  important. 
As  soon  as  these  were  established  it  became  possible  for  the  planter 
to  finance  himself  and  to  carry  his  cotton  locally  after  the  cr6p 
was  picked.  Buyers,  as  a  result,  began  either  to  visit  or  to  locate 
at  these  interior  points,  and  bought  cotton,  shipping  it  on  through 
bills  of  lading  to  the  mills  in  this  country,  or  to  Europe,  and  with 
this  development  the  practice  of  selling  cotton  on  commission 
declined. 

At  the  present  time  all  the  firms  with  a  large  enough  business  to 
Warrant  it  have  buyers  throughout  the  country,  and  their  agents 
visit  the  small  towns  as  well  as  the  larger  centers.  These  buyers, 
however,  as  alreadv  stated,  buy  chiefly  from  the  larger  planters  or 
the  local  buyers  who  have  gathered  up  the  cotton  produced  by  the 
small  farmer  or  planter,  who,  perhaps,  makes  only  three  or  foi 
bales. 

Bujers  may  be  given  their  instructions  by  telephone  or  telegraph — 
that  is,  the  number  of  bales  to  be  purchased,  the  buying  limits,  etc. 
Thus  the  cotton  merchant  may  instruct  his  buyer  or  agent  to  buy 
100  bales  of  a  certain  grade  basing  the  price  at  so  much  on  or  off 
the  future  and  shipping  the  cotton  direct  from  the  interior  point  or 
points  where  purchased  to  destination,  in  some  cases  not  even 
Dringing  the  cotton  to  a  concentration  point.  The  present-day 
situation  with  reference  to  interior  buying  is  thus  described  by  a 
New  Orleans  exporting  house,  which  does  httle  or  no  interior  pur- 
chasing : 

Our  market  has  been  narrowing,  and  our  scope  has  been  narrowed  very  con- 
siderably in  the  late  years  on  account  of  the  developments  of  the  spot  markets, 
such  as  Vicksburg,  or  Natchez.  All  of  the  small  towns  now  have  their  own 
markets,  and  people  established  there;  whereas,  formerly  thev  were  aU  sub- 
sidiary to  the  large  markets.  Take  a  town  like  Hattiesburg,  Miss.,  the  buver 
there  probably  has  foreign  connections,  and  he  has  only  one  set  of  charges.  But 
if  that  cotton  is  bought  by  one  buyer  in  the  interior  and  he  sends  samples  to  a 
factor  in  New  Orleans,  it  has  to  be  reexamined,  and  our  local  charges  have  to  e 
met.     We  feel  that  a  shipper  in  the  interior  has  an  advantage  over  us;  in  fact  it 
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is  a  very  decided  advantage  so  much  so  that  on  certain  classes  of  business  we  are 
cut  out  entirely.     Suppose  we  were  established  at  Brookhaven,  Miss.,  instead  of 
at  New  Orleans.     In  buving  that  class  of  cotton,  we  would  buv  it  at  first  hand 
and  ship  it  with  the  initial  charges  on  it,  and  it  would  come  to  New  Orleans  and 
not  contribute  anything  to  anyV>ody  here.     But  situated  as  we  are,  in   New 
Orleans,  we  have  got  to  buy  through  a  factor  who  represents  a  seUer  at  Brook- 
haven,  and  although  charges  have  been  incurred  at  time  of  shipment  at  Brook- 
haven  additional  charges  have  to  be  incurred  at  time  of  shipment  when  it  reaches 
New  Orleans,  and   of   course  that  makes  it  very  difficult  for  us  to  compete  with 
the  interior.     And  so  the  big  firms  whose  business  is  large  enough  to  warrant, 
have  buyers  throughout  the  country.     They  can  ship  it  direct  from  the  interior, 
and  handle  it  by  telephone  from  here.     A  number  of  such  firms  are  thus  organ- 
ized     McFadden  &  Bro.   for   example  have   their  buyers  m  the  interior,  and 
they  can  give  limits  over  the  telephone  or  telegraph,  and  save  the  New  Orleans 
charges— only  incur  one  set  of  charges  on  the  cotton  and  ship  it  from  the  interior 
points  direct  to  the  mill  or  to  Europe,   wherever  it  happens  to  be  going;  I  think 
that  we  as  exporters,  are  at  a  big  disadvantage;  that  the  interior  is  getting  stronger 
and  stronger. 

Z'  The  large  firms  in  buying  directly  usually  work  on  the  basis  of  the 
futures  entirely.  Buyers  in  the  interior  are  given  then-  limits  and 
instructed  to  use  New  York  or  New  Orleans  futures,  whichever  suits 
the  firm  the  best.  Information  obtained  is  to  the  effect  that  Texas 
markets  use  New  York  almost  entirely,  as  does  also  Memphis,  while 
points  more  tributary  to  New  Orleans  use  the  futures  of  that  market 
because  they  are  in  closer  touch  with  it.  .     i       •  x        ^    • 

The  rapid  increase  in  direct  buying  is  of  particular  interest,  in 
view  of  the  extent  of  the  considerable  centralization  of  the  spot- 
cotton  business  in  the  hands  of  a  few  organizations  which  is  shown 
elsewhere  in  this  report.  As  stated  by  a  representative  of  one  of  the 
lai-gest  spot  cotton  merchants  in  the  coimtry,  the  fact  that  the  seller 
can  afford  to  sell  at  a  price  minus  commission  if  the  cotton  is  bought 
directly  is  one  of  the  advantages  of  direct  purchasing. 

This  raises  the  question  whether  or  not  concentration  in  the  spot- 
cotton  business  would  be  as  great  as  at  present  if  uniform  commission 
rules  applied  to  direct  purchases  of  cotton  in  the  country  as  thev  do 
in  the  case  of  grain.  Members  of  the  grain  exchanges  at  Duluth, 
Minneapolis,  and  Milwaukee  buying  grain  in  the  country  are  required 
by  rule  to  make  bids,  offers,  and  purchases  on  the  basis  of  market 
values  ''less  commission  or  a  profit  at  least  equal  to  the  established 
rates  of  commission,"  the  pmpose  of  the  rule  being  to  place  du-ect 
buyers  on  practically  the  same  basis  as  commission  merchants  and 
thus  reduce  the  advantages  acquired  by  the  elevator  interests  in 
buying  directly.  The  Chicago,  Kansas  City,  Omaha,  and  St.  Louis 
exchanges  have  set  up  a  special  schedule  of  charges  known  as  handling 
charges  to  be  included  m  making  purchases  at  points  outside  for 
shipment  to  the  market,  and  these  charges  are  required  to  be  deducted 
from  each  bid  to  persons  located  outside  the  market.^ 

None  of  the  cotton  exchanges  has  any  such  rule  as  applied  to  buy- 
ing grain  directly,  and  for  this  reason  the  question  of  what  etfect 
upon  concentration  similar  provisions  in  the  case  of  cotton  would 
have  is  an  interesting  one,  even  though  it  is  not  possible  to  arrive  at 
any  definite  conclusions  thereon.  Reasoning  by  analogy,  the  adoption 
of  similar  uniform  commission  rules  by  the  cotton  exchanges  would 
tend  to  equalize  the  advantages  now  enjoyed  by  the  direct  as  com- 
pared with  the  commission  business.  This  in  turn  would  tend  to 
increase  the  latter  as  compared  with  the  former,  decrease  the  volume 

»Federal  Trade  Commission;  Report  on  the  Grain  Trade,  Vol.  II,  pp.  235  and  238. 
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of  direct  buying,  and  hence  reduce  the  concentration  of  the  spot 
handling  business.  Yet  there  are  differences  in  the  handling  of  grain 
and  cotton  that  render  it  by  no  means  certain  that  such  would  be  the 
case.  In  the  first  place,  cotton  is  not  sold  on  the  exchange  floor  as  is 
grain,  but  is  sold  from  samples  in  the  factors'  offices. 

In  consequence,  the  exchange  spot  trading  facilities  for  cotton  are 
of  comparatively  little  inrportance  as  compared  with  the  exchansje 
facilities  for  spot  grain.  It  is  quite  possible,  therefore,  that  certain 
concerns,  and  particularly  perliaps  the  larger  spot  handlers,  would 
feel  that  they  could  perhaps  better  sacrifice  their  exchange  member- 
ships and  avoid  the  operation  of  the  uniform  commission  rule  than 
give  up  the  privilege  of  buying  directly  at  lower  prices. 

Agam,  there  are  at  least  some  indications  that  the  size  and  impor- 
tance of  certain  spot  merchants  does  not  depend  merely  upon  direct 
buying.  Thus,  for  example,  the  assistant  manaorer  of  an  important 
office  of  one  of  the  largest  spot  handlers  stated  that  though  the  spot 
business  is  no  doubt  increasing,  they  buy  most  of  their  cotton  from 
factors.  His  explanation  of  this  policy  was  as  follows,  quoting  from 
the  report  of  the  interview: 

If  I  had  100  bales  in  the  interior  on  the  basis  of  22  cents  and  the  market  has 
advanced  to  23  cents  before  I  can  accept  the  cotton,  the  seller  may  not  be  willing 
to  deliver  the  cotton  at  the  agreed  price;  whereas  if  I  buy  the  cotton  through  a 
factor  I  have  his  guaranty  and  I  am  not  dependent  upon  the  seller;  in  fact,  I 
know  nothing  about  the  seller  if  I  buy  through  a  factor.  As  a  rule,  a  factor  is 
a  more  reliable  concern  from  which  to  buy. 

Question.  Why  can  not  you  accept  delivery  immediately  upon  purchase  in  the 
country? 

Answer.  If  we  buy  1,000  bales  at  Natchez,  we  can  not  take  up  that  1,000  bales 
until  our  man  has  gone  there  to  examine  the  cotton  and  establish  the  class  and 
basis  for  settlement.  We  can  not  afford  to  have  a  man  in  Natchez  only  for 
that  purpose.  He  must  take  care  of  several  points  and  may  be  out  of  Natchez 
on  any  particular  day. 

Section  6.  Consigned  cotton. 

As  already  indicated,  small  farmers  normally  sell  to  general  store 
merchants  or  local  interior  buyers  and  even  tte  larger  planters  may 
do  so  in  certain  cases.  Usually,  however,  this  latter  type  of  producer 
sells  directly  to  the  buyer  or  other  agent  of  the  large  spot  merchant, 
or  ships  to  a  factor  for  sale  on  commission.^ 

In  general  most  planters  sell  their  cotton  either  to  the  local  interior 
cotton  buyers,  or  the  roadmen,  who  are  the  agents  for  the  larger 
buyers  in  the  spot  markets.  Some  planters,  however,  still  adhere  to 
the  older  method  of  consigning  their  cotton  to  a  factor  in  one  of  the 
large  markets.  General  store  merchants  and  local  interior  buyers 
who  have  gathered  up  miscellaneous  lots  of  cotton  likewise  may  sell 
through  factors  on  commission  rather  than  to  the  road  buyers. 

The  country  merchant  particularly,  will  ship  to  the  factor  in  those 
cases  where  he  operates  on  funds  borrowed  from  the  latter. 

The  factorage  or  commission  business  is  of  two  types,  "consign- 
ment" and  *Uo-arrive,"  but  apparently  some  concerns  do  httie  ch^ 
no  business  of  the  latter  class. 

According  to  the  former  method  a  planter,  general  store  merchant, 
or  other  purchaser  in  the  country  ships  cotton  to  the  factor  or  cotton 
commission  merchant  on  consignment  to  be  sold  in  return  for  a  com- 
mission upon  the  sale,  the  said  commission  varying  according  to  the 
market  in  which  the  factor  is  located.    For  example,  the  commission 
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charge  at  New  Orleans  is  2i  per  cent  of  the  value  of  the  cotton, 
whereas  at  Houston  it  is  S1.25  per  bale.  Upon  amval  of  the  ship- 
ment the  railroad  company  notifies  the  factor  and  prepares  a  niani- 
fest  which  shows  the  number  of  bales,  location,  point  of  origin, 
chartres,  etc.,  of  all  the  cotton  brought  in  for  the  account  of  the 
factor.  This  cotton  may  originate  at  various  points  along  the  line, 
and  it  frequently  happens  that  no  advice  of  any  shipment  is  received 
from  the  shipper  and  that  the  first  notice  the  factor  has  thereof  is 
the  receipt  of  the  manifest  from  the  railroad  company.  The  factor 
turns  over  this  document  to  the  drayman,  who  accepts  the  cotton 
from  the  railroad  companv  and  delivers  it  at  the  compress  or  ware- 
house. The  drayman  inspects  the  cotton  he  receives  to  see  whether 
or  not  the  bales  are  in  good  order.  He  is  usually  held  responsible 
for  caUing  attention  to  any  bad  order  or  damaged  condition  that  he 
finds  in  the  cotton,  and  these  facts  are  noted  and  proper  inquiry 
made  to  determine  responsibihty.  • 

Upon  delivery  at  the  warehouse  the  cotton  is  msoected  and  sampled 
and  a  sampler's^  list  prepared  showing  the  numbers  of  the  bales  in 
numerical  order.  This  sampler's  sheet  is  then  given  to  the  factor 
with  the  tagged  samples,  and  the  shipper  is  advised  that  cotton 
bearing  certain  marks  and  received  over  a  certain  railway  has  arrived. 
The  samples  of  the  shipper's  cotton  when  received  at  the  factor's 
office  are  classed  by  the  factor's  own  classers  and  this  classification 
is  recorded  by  the  factor  for  his  own  information  and  that  of  his 
cUents.  No  record  of  the  classification  is  made  on  the  sample  itself, 
however.  After  the  samples  have  been  classed  by  the  factor  they 
are  either  placed  on  the  factor's  tables  for  sale  or  are  rolled  up  and 
stowed  away  in  large  racks  with  which  factors'  offices  are  equipped, 
depending  upon  whether  the  shipper  desires  that  the  cotton  be  sold 
or  held.  Some  samples  may  be  thus  held  in  the  racks  for  some  time 
before  the  owner  decides  to  sell.  ,.       .    , 

From  the  classification  of  his  classer  the  factor  makes  up  his  nund 
with  regard  to  the  grades  and  the  averages  of  the  grades  represented 
in  each  particular  lot.  The  samples,  laid  out  on  the  tables  for  sale, 
are  inspected  by  the  prospective  buyers,  who  examine  and  judge 
the  class  and  value  in  their  own  way,  having  no  information  as  to 
the  judgment  of  the  factor  in  these  matters.  The  negotiation  as 
to  the  purchase  and  sale  is  carried  on  with  respect  to  the  specific 
bale  or  bales  represented  by  the  sample  or  samples. 

Sales  are  practically  always  in  round  lots.  The  owner  of  a  num- 
ber of  bales  of  cotton  desires  to  dispose  of  the  whole  consignment. 
He  does  not  wish  to  have  his  cotton  picked  over  or  classed  and  the 
better-quality  grades  sold,  leaving  him  with  the  less  desirable  cotton 
still  to  be  disposed  of.  In  consequence,  the  buyers  who  come  to  the 
factors'  tables  to  look  at  their  samples  will  take,  in  the  case  of  each 
purchase,  all  the  cotton  represented  by  a  given  lot  of  sampl^. 

In  general,  factors  now  handle  their  consignments  upon  a  different 
basis  than  formerly.  Up  to  about  10  or  15  years  ago  when  the 
farmer  ginned  his  cotton  and  consigned  it  to  a  factor,  he  had  nothing 
to  do  with  the  selling.  The  factor  sold  when  he  pleased  and  at  what 
price  he  pleased,  and  the  farmer  had  nothing  to  say.  But  to-day, 
as  a  rule,  no  factor  sells  any  respectable  lot  of  cotton— say,  50  bales 
or  more— without  getting  in  touch  with  his  customer,  telling  hmi  the 
price  he  can  secure  and  naving  his  approval  as  to  price,  etc.,  before 
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trades  are  made.  A  prominent  factor  observes  that  while  the  factor 
reserves  the  right  to  sell  the  cotton  at  any  time  after  the  receipt  of  it, 
no  factor,  to  his  knowledge,  has  ever  failed  to  hold  cotton  for  a  planter 
if  it  was  the  desire  of  the  latter  and  his  account  with  the  factor  was 
in  satisfactory  shape. 

This  change  in  method  mav  be  attributed  to  the  fact  that  the 
planter  to-day  desires  to  control  the  selling  end  of  transactions  through 
factors,  determining  both  when  his  cotton  shall  be  sold  and  the  price. 
Practically,  therefore,  the  planter  of  to-day  decides  largely  for  him- 
self the  conditions  under  which  his  cotton  is  disposed  of,  even  when 
it  is  sold  through  factors. 

When  the  cotton  is  sold,  a  sales  sheet  is  made  out  by  the  factor 
showing,  among  other  items,  the  tag  numbers  of  the  individual  bales, 
weights,  price  received,  proceeds,  and  charges.  If  any  bale  is  found 
to  be  nonmerchantable,  that  fact  is  indicated  on  the  sheet.  At  the 
same  tinae  the  sales  sheet  is  made  out  a  report  of  sale  is  also  made 
to  the  client. 

Section  7.  To-arrive  cotton. 

In  the  case  of  'Ho-arrive"  cotton  as  distinct  from  "consigned" 
cotton,  the  commodity  itself  is  located  outside  of,  instead  of  at  the 
market  and  the  sale  is  made  for  shipment  to  the  market  within 
a  specified  period.  In  the  New  Orleans  inarket,  unless  some  special 
time  is  agreed  upon  cotton  sold  to  arrive  is  to  be  shipped  from 
the  interior  point  where  purchased  within  10  days,  witn  certain 
exceptions.**  Failing  shipment  to  New  Orleans  witnin  the  specified 
time,  it  becomes  a  Question  of  delivery  and  the  local  seller  obligates 
himself  to  deliver  tne  quantity  and  quality  of  cotton  sold  on  the 
spot  in  New  Orleans  within  two  weeks  after  the  time  at  which  it 
should  have  been  shipped.  In  such  case  the  buyer  is  not  com- 
pelled to  pay  the  country  invoice,  but  pays  for  the  cotton  on  satis- 
factory delivery  if  made  within  the  two  weeks  specified.*^ 

To-arrive  sales  may  be  on  sample,  on  type,  or  on  description. 
When  the  sale  is  on  sample,  however,  it  is  obvious  that  the  samples 
have  been  drawn  outside  the  market  by  the  seller  and  forwarded  to  the 
factor,  the  cotton  itself  remaining  in  the  country,  whereas,  in  con- 
signment sales  the  cotton  is  in  the  market  and  is  sampled  there  at 
the  warehouse.  In  some  cases,  however,  to-arrive  cotton  is  shipped  i 
in  before  it  is  sold,  and  in  such  cases  samples  from  the  warehouse  ■ 
are  employed  instead  of  those  sent  in  by  the  owner.  When  to-arrive 
cotton  is  nandled  by  a  factor  the  samples  are  customarily  shown  on 
different  tables  than  the  samples  of  consigned  cotton.  ^ 

At  New  Orleans  when  cotton' is  sold  to-arrive  on  samples  or  type 
it  is  optional  with  the  buyer  whether  he  rejects  or  accepts  with  an 
allowance  any  bales  tendered  which  were  not  represented  in  the 
original  samples  or  types.*"  If,  however,  under  this  rule  rejections 
out  of  any  lot  amount  to  5  per  cent  or  more,  they  must  be  replaced 
immediately  by  the  local  seller,  with  cotton  ready  for  delivery;  or, 
at  seller's  option,  settlement  may  be  made  with  the  buyer  at  the  dif- 
ference in  tne  market  value  of  the  cotton  between  the  date  of  sale 
and  date  of  rejection.** 

M  Rale  6.  Rules  of  the  New  Orleans  Cotton  Sxcbaoge,  adopted  July  U,  1822,  effective  August  1, 1923; 

'"  Ibid. 

"Rule  17   Ibid.,  p.  25. 

»  Rule  18.  Ibid.,  p.  21 
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On  the  other  hand,  the  to-arrive  sale  on  grade  description  allows 
the  seller  at  his  option  to  deliver  65  per  cent  or  more  of  the  grade  sold, 
and  35  per  cent  or  less  of  a  half  ^rade  lower  at  market  ditfercnees 
It  is  stated  that  this  rule  was  adopted  to  meet  the  extreme  ditiicuity 
of  securing  the  full  grade  on  cotton  classed  in  the  interior  and  because 
of  the  expense  and  irritation  attendant  upon  reject^ions. 

4s  one  factor  put  it,  rejections  cost  a  dollar  a  bale  very  frequently 
and  are  very  costly.     Where  35  per  cent  or  less  is  delivered  at  a  half 
grade  lower  the  buyer  is  aHowed  the  market  difference,  but  rejections 
are  avoided. 
Section  8.  Methods  of  selling  spot  cotton. 

The  methods  of  selling  spot  cotton  may  be  divided  into  three 
general  classes:  (1)  On  sample;  (2)  on  type-  (3)  on  description 

On  mmple.— On  sample  means  on  "original  sample     and  a  sale  on. 
sample  means  that  the  sale  is  on  the  basis  of  a  sample  for  each  bale, 
and  that  each  bale  must  come  up  to  or  equal  the  sample  for  that 

particular  bale.  ,      ,    ,  n-     u-  *• 

On  type.— In  selling  by  type  the  dealer  may  offer  his  prospective 
customer,  or  the  prospective  purchaser  may  offer  to  buy  from  the 
dealer  cotton  equivalent  to  a  specified  type.  The  type  itself  may  be 
made  up  by  the  dealer  or  by  the  spinner  and  may  be  one  sample  or  it 
may  be  twenty;  i.  e.,  a  selection  of  samples  made  up  as  a  type  to 
which  the  shipment  must  conform.  The  purchaser  or  seller  does  not 
necessardy  designate  these  types  as  belonging  to  any  given  standard 
classification  either  by  grade  or  by  staple  length,  but  merely  offers 
type  samples  of  cotton  which  the  other  might  be  interested  in  selling 
or  buyint'.  Very  hkely  each  type  will  be  designated  by  some  arbi- 
trary name  such  as  type  "John ''  or  type  "Ruby."  The  dealer  offers 
to  sell  the  manufacturer,  or  the  manufacturer  offers  to  purchase  cotton 
of  the  given  type  "John,"  "Ruby,''  etc.,  at  indicated  prices.  The 
other  in  turn  will  accept  the  offer  to  sell  or  buy  a  specified  number  of 
bales  equal  to  type  "Ruby"  or  any  of  the  types  provided  the  price 
named  is  satisfactory  to  him. 

Sales  *'on  type,"  therefore,  like  sales  ''on  sample,  are  made  on 
the  basis  of  certain  samples.  The  point  of  distmction  between  the 
sale  ''on  sample"  and  the  sale  ''on  type"  lies  in  the  fact  that  in  the 
former  case  the  samples  exhibited  represent  specific  bales  of  cotton, 
and  each  sample  carries  the  number  of  the  bale.     In  other  words, 

the  sale  is  of  specific  bales.  ,     ,      .      *     ^  •  i       i 

On  the  other  hand,  the  type  samples  on  the  basis  of  which  sales 
are  made  represent  a  grade  and  staple  length  and  character  of  et>tton, 
but  they  have  no  reference  to  any  particular  bale.  For  example,  the 
dealer  who  is  prepared  to  offer  a  certain  type  of  cotton  for  sale  does 
not  send  to  his  prospective  customer  a  sample  from  every  bale;  he 
sends  only  a  sufficient  number  of  samples  to  mdicate  the  type  offered. 
The  manufacturer  or  purchaser  in  turn  who  orders  the  cotton  from 
the  dealer  does  not  requu-e  the  delivery  of  any  particular  bale  to  be 
identified  by  type  sample;  he  merely  buys  cotton  equivalent  to  the 
type  sample.  K  the  type  shows  variations  of  grades  and/or  staple, 
shipments  must  conform  proportionally  to  these  variations.  l?or 
example,  if  the  tvpe  was  made  up  of  20  samples,  of  which  10  were 
middhng,  5  good  middling,  and  5  strict  low  middling,  a  type  sale  of 

*  Rule  15.  Ibid.,  p.  25. 


200  bales  would  call  for  100  bales  of  middling,  50  bales  of  good  mid- 
dling, and  50  bales  of  strict  low  middling.  Types  may  vary  in  either 
or  both  staple  and  grade,  but  if  there  is  a  variation  of  both  grade  and 
staple  it  is  more  difficult  to  accumulate  the  cotton  and  also  gives 
gieater  opportunity  for  dispute. 

This  method  of  selling  is  extensively  employed,  especially  among 
exporters,  and  various  types  are  estaolished  by  cotton  merchants 
and  sometimes  even  by  spinners.  The  practice  may  perhaps  be  said 
to  amount  to  buying  and  selling  on  private  brands. 

On  descriptif)n. — Cotton  sold  on  description  is  sold  to  equal  a  cer- 
tain grade,  staple,  or  both,  without  the  buyer  seeing  anjr  sample,  the 
description  specifying  the  grades  and  staples  the  buyer  is  to  receive. 
This  method  of  trading  is  employed,  for  example,  when  actual  sam- 
ples are  no .  available  at  the  moment  of  trading,  but  where  the  buyer 
is  familiar  with  the  character  of  the  cotton  coming  from  the  section 
in  which  he  is  making  his  purchases. 

Section  9.  F.  o.  b.  and  guaranteed  throngli  cotton. 

F.  0.  h. — Since  August  2,  1919,  there  have  been  no  f.  o.  b.  rules  at 
New  Orleans,  and  consequently  if  sales  of  f.  q.  b.  cotton  are  made 
they  are  under  specific  terms  and  constitute  a  specific  contract.  An 
arbitration  committee  decision  of  the  exchange,  nowever,  states  that 
the  term  "free  on  board"  as  generally  understood  in  this  market 
means  that  the  price  shall  include  compressing,  freight  to  New  Orleans, 
and  drayage  from  railroad  depot  or  landing  to  ship  side  or  warehouse." 

At  Houston  the  rules  provide  that  "when  spot  cotton  is  sold  to  be 
delivered  f.  o.  b.  the  barge,  ship,  or  railroad  at  Houston,  the  price 
agreed  upon  shall  cover  all  charges,  except  wharfage  and  exchange 
fees,  necessary  for  the  proper  delivery  of  the  cotton."  " 

Guaranteed  ihrov^h  cotton. — ''Guaranteed  through"  terms  of  sale  are 
employed  chiefly  in  export  trade. 

The  seller  of  "guaranteed  through"  cotton  guarantees  the  gross 
landing  weight  to  be  within  1  per  cent  of  the  gross  invoice  weight. 
Ho  also  guarantees  the  grade  and/or  staple  of  the  cotton.  Such 
guaranteed  through  cotton  is  not  reweighed  or  resampled  after  it  is 
shipped  imtil  it  arrives  at  destination,  unless  the  buyer  or  the  seller 
has  good  cause  to  suspect  serious  irregularities.  The  advantages 
claimed  for  this  form  of  selling  are  that  it  reduces  the  expense  involved 
in  rehandling  and  also  that  it  affords  the  interior  buyer  or  merchant 
a  direct  export  outlet  for  his  cotton.  He  probably  has  no  export 
connection  on  the  other  side,  and  cotton  commission  nouses  or  factors 
can  offer  his  cotton  on  a  guaranteed  through  basis  to  all  the  export 
buyers  located  at  the  port  or  other  concentration  point.  If  the 
cotton  were  inspected  it  might  be  refused  shipment.  But  after  it 
has  gone  abroad  under  these  terms  it  is  sold  and  if  it  does  not  measure 
up  to  the  guaranty  this  will  be  settled  by  the  payment  of  an  allow- 
ance. The  shipper  has  at  least  disposed  of  the  cotton,  whereas,  if  it 
had  not  been  guaranteed  through,  he  would  still  have  left  in  his 
hands  to  dispose  of,  those  bales  not  accepted  for  export. 

According  to  New  Orleans  rules,  cotton  sold  landted  at  mill  points 
in  the  United  States  is  subject  to  the  rules  obtaining  in  the  section 
of  the  destination  of  the  cotton." 


tjl 


■  Legrand  ».  Parker,  arbitration  decision,  promulgated  October  9,  W19. 

»  Rule  29  governing  f.  o.  b.  bu:»iuess.  etc..  Houston  Cotton  £xchange  and  Board  of  Trade,  1922-23.  d.  77. 

■Rule 29.  Ibid. 
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Section  10.  Call  transactions. 

Buyer's  call. — A  large  part  of  the  export  business,  as  well  as  a 
considerable  proportion  ot  the  buying  of  the  domestic  mills,. is  done 
on  either  buyer's  or  seller's  call.  Mills  very  largely  use  the  buyer's 
call  basis.  Mill  A  consumes,  let  us  say,  12,000  bales  of  cotton  per 
annimi,  or  approximately  1,000  bales  per  month.  Late  in  Decemoer 
the  mill's  buyer  concludes  that  *'  the  basis,"  meaning  the  difference 
between  the  spot  and  future  prices,  is  sufficiently  narrow  for  him  to 
obtain  a  six  months'  supply  of  cotton.  For  the  purpose  of  illustra- 
tion it  may  be  assumed  that  the  mill  has  no  goods  sold  and  that  it 
requires  strict  middling  inch  staple  cotton.  Negotiations  are  opened 
with  a  cotton  merchant,  and  tne  mill  finally  buys  from  him  a  six 
months'  supply,  or  6,000  bales  strict  middling  inch-staple  cotton,  to 
be  delivered  1,000  bales  per  month  from  January  to  June,  inclusive, 
at  100  points  on  May  New  York  future  contracts.  Under  this  ar- 
rangement the  mill  has  the  privilege  of  fixing  the  price  on  the  cotton 
any  time  until  the  delivery  month. 

At  any  time  after  the  contract  is  made  the  mill  buyer  calls  up  the 
cotton  merchant  and  says,  "I  have  sold  goods  enough  to  cover  1,000 
bales  of  this  cotton.  Fix  the  price  on  1,000  bales."  The  seller 
thereupon  immediately  buvs  10  May  contracts,  and  the  price  to  the 
mill  is  the  price  at  which  tlie  10  May  contracts  were  purchased,  plus 
100  points,  or  1  cent  a  pound. 

If  during  the  life  of  trie  contract  the  basis  advanced  to  200  points 
on  May  contracts,  New  York,  for  strict  middling  inch-staple  cotton, 
the  mill  would  have  a  desirable  contract,  since  it  has  purcnased  cot- 
ton at  100  points  on  May,  or,  at  a  cent  a  pound,  or  $5  per  bale 
cheaper.  The  seller,  in  the  event  that  he  has  not  bought  the  cotton 
at  the  time  he  made  the  contract  is  the  sufferer  to  the  extent  of  $5 
per  bale,  since  he  must  deliver  the  cotton  at  the  price  at  which  he 
sold,  i.  e.,  100  points  on  the  New  York  future. 

Seller's  call. — In  seller's  call  Mill  A  sells  goods  equivalent  to  1,000 
bales  of  cotton  and  wishes  an  immediate  hedge.  In  this  event  its 
buyer  does  not  attempt  to  buy  the  actual  cotton  at  once  from  a 
cotton  merchant,  but  buys  through  his  broker  10  May  contracts, 
New  York.  He  then  arranges  to  Duy  1,000  bales  of  cotton  from  a 
cotton  merchant  at,  say,  50  on  May  and  gives  the  merchant  ''the 
call,"  by  which  is  meant  the  right  to  sell  out  the  mill's  future  as  the 
merchant  buys  in  the  actual  cotton  in  order  to  fix  or  establish  the 
price.  Under  this  type  of  transaction,  therefore,  the  mill's  price  is 
fixed  at  the  cost  of  the  future  plus  50  points  (one-half  a  cent)  a  pound. 
If  the  future  advances,  the  resultant  higher  price  paid  the  cotton 
merchant  for  the  cotton  is  compensated  by  the  profit  on  the  sale  of 
the  future  bought  by  the  mill.  Vice  versa,  if  the  future  declines,  the 
lower  price  paid  for  the  spot  is  offset  by  the  loss  on  the  future.  The 
important  point  is  that  under  this  arrangement  and  regardless  of 
price  fluctuations  the  mill  knows  exactly  what  its  cotton  is  going  to 

cost. 

For  example,  the  mill  buys  1,000  bales  of  May  futures  in  January 
at  30.75  cents  and  buys  from  a  merchant  1,000  bales  of  middling  inch 
staple  for  delivery  at  75  points  on  May,  giving  up  to  the  merchant  the 
name  of  the  broker  through  whom  it  bought  these  futures.  Ten 
days  later  the  merchant  buys  500  bales  of  spots  and  thereupon  sells 


out  500  bales  of  the  milFs  futures  at  say  30.50  cents.  Five  days 
later  he  purchases  the  balance  of  the  spots  (500  bales)  and  closes  out 
the  remaining  500  bales  of  the  mill's  futures  at  30.80,  or  an  average 
price  for  the  1,000  bales  of  futures  of  30.65  cents  per  pound.  For  the 
first  lot  of  cotton  the  mill  pays  75  points  on  30.50  per  pound  and  for 
the  second  lot  75  points  on  30.80  or  31.25  cents  and  31.55  cents  a 
pound,  respectively,  and  an  average  price  for  the  1,000  bales  of  31.40 
cents.  In  addition,  the  mill  bought  1,000  bales  of  futures  at  30.75, 
which  were  sold  for  its  account  by  the  merchant,  500  bales  at  30.50 
and  500  at  30.80,  or  an  average  of  30.65  and  a  loss  of  10  points. 
Adding  this  loss  to  the  cost  of  the  spot  cotton  (31.40),  the  net  cost  of 
the  cotton  to  the  mill  is  31.50  cents  per  pound.  This  is  the  same  as 
the  price  the  mill  paid  for  the  futures  (30.75  cents)  plus  the  75  points 
it  agreed  to  pay  tne  merchant  for  the  cotton. 

Section  11.  Mill  buying. 

Function  of  the  merchant. — Mills  or  other  consumers  with  specific 
requirements  of  grade  and  staple  to  meet  rarely  buy  from  factors. 
Cotton  from  the  country  is  not,  as  a  rule,  in  '^even  running  bales" 
as  to  grade  and/or  staple,  but  shows  considerable  variation  in  one  or 
both  respects.  Ordinarily,  therefore,  the  mill  does  not  search  the 
factors'  tables,  nor  go  bact  to  the  farmer  to  obtain  a  supply  of  cotton 
adapted  to  its  reouirements.  Instead,  it  goes  to  a  merchant  and, 
in  general,  mills  ouj  from  merchants,  eitner  directly  or  through 
brokers.  If  located  in  the  cotton-producing  section  the  mill  may 
take  cotton  from  the  producers  in  tne  neighborhood,  or  occasionally 
from  a  cooperative  association.  Similarly,  the  mills  may  buy  from 
local  brokers,  but  brokers  in  the  neighborhood  of  the  mills  are  fre- 
quently, if  not  usually,  the  representatives  of  shippers.  Some  of  the 
larger  merchants  have  their  own  agents  under  their  own  names  in  the 
miU  sections,  but  agents  of  shippers  sometimes  do  business  under  the 
form  of  commission  brokers  in  tne  mill  districts. 

The  classification  of  cotton  according  to  the  requirements  of  the 
mills  is  primarily  the  function  of  the  dealer  or  the  cotton  merchant. 
It  is  not  the  function  of  the  factor  or  the  commission  merchant  to 
assemble  cotton  according  to  the  specified  types  or  classifications. 
He  receives  whatever  cotton  may  be  shipped  to  him  by  the  planters, 
country  merchants,  or  interior  buyers  who  purchase  the  cotton  at 
the  point  of  origin  and  forward  it  to  him  for  sale  to  the  dealers  and 
shippers.  The  dealer  or  shipper  is  the  man  who  must  find  an  ulti- 
mate market  for  the  cotton  and  who  must  provide  the  user  with  the 
grade,  staple,  and  character  of  cotton  suitable  to  the  user's  needs, 
and  who  must  be  able  to  bring,  together  a  sufficient  nimiber  of  bales 
equal  to  a  given  type  or  description  to  satisfy  his  customer's  require- 
ments. 

Sources  and  hawses  of  spot  purchases. — The  sources  from  which  the 
mills  obtain  their  cotton  requirements  show  considerable  variety, 
depending  upon  numerous  conditions  and  circumstances.  Several  of 
the  southern  companies  visited  by  agents  of  the  commission  buy  a 
considerable  quantity  of  their  cotton  directly  from  the  producer,  and 
this  method  is  also  employed  by  some  northern  companies  which 
operate  southern  mills.  Customarily  this  is  wagon  cotton  which  has/ 
been  ginned,  but  in  a  few  cases  the  mill  may  operate  a  gin  and  buj 
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cotton  in  the  seed  at  this  gin.  This  was  the  case,  for  example,  with 
one  northern  company  operating  a  southern  mill. 

Where  a  southern  mill  is  located  in  a  small  coimtry  town,  it  is  fre- 
quently the  practice  for  it  to  take  all  the  cotton  coming  into  town. 
One  large  southern  company  operating  several  mills  makes  this  a 
general  iiile,  and  other  mills  also  follow  this  jx)licv.  In  some  cases 
this  method  of  buying  has  not,  apparently,  proved  to  be  very  satis- 
factory. 

In  tiie  case  of  at  least  one  southern  mill  visited  buying  from  growers 
had  been  discontinued  because  the  mill  found  that  it  was  unable  to 
get  exactly  what  it  wanted  by  this  method,  and  in  consequence  was 
buying  altogether  from  dealers.  Mill  buying  locally,  however,  is  of 
considerable  importance,  as  appears  from  the  following  statement 
taken  from  a  study  of  cotton  fmancing  made  by  the  Federal  Reserve 
Board : 

Mills  which  are  located  in  the  large  primary  markets  buy  considerable  quan- 
tities of  their  cotton  from  the  growers  in  the  local  market.  The  importance  of 
local  buying  is  shown  by  the  fact  that  mills  reporting  from  several  cities  in  South 
Carolina — Spartanburg,  Anderson,  and  Pacolet — estimate  that  80,  60,  and  30  per 
cent,  respectively,  of  their  cotton  is  bought  directly  from  growers  who  sell  in 
those  markets  and  through  agents  who  are  sent  into  the  markets  of  the  surround- 
ing territory.  Some  mills  in  North  Carolina,  Georgia,  Alabama,  and  Mississippi 
report  that  they  buy  large  quantities  of  cotton  directly  from  the  producers 
within  their  territories." 

Aside  from  local  purchases  the  southern  mills  buv  from  dealers  and 
merchants.  For  example,  a  North  Carolina  mill  buys  entirely  on 
sample  and  very  nearly  all  through  one  dealer  in  Charlotte,  N.  C, 
and  a  spinning  interest  in  the  same  State  operating  several  mills  also 
obtains  its  cotton  through  a  single  agent,  except  that  it  takes  the 
cotton  the  farmers  bring  in  at  the  towns  where  it  has  plants.  A 
Georgia  mill  has  a  working  understanding  with  three  firms  of  mer- 
chants to  furnish  it  with  cotton  of  the  grades  it  needs,  and  these 
dealers  are  communicated  with  when  orders  for  goods  are  received. 
Another  southern  mill  buys  from  dealers  and  spot  brokers  in  some 
years  chiefly  on  sample,  and  at  other  times  largely  on  description, 
depending  on  the  character  of  the  crop  and  other  conditions.  One 
Georgia  mill  stated  that  it  got  some  of  its  cotton  from  factors,  but  this 
apparently  is  rather  exceptional. 

The  northern  mills  buy  chiefly  on  type  or  description  through  local 
brokers,  or  merchants  in  Boston,  Fall  River,  or  New  Bedford.  One 
New  Bedford  mill,  however,  buys  through  buyers  and  brokers  in 
the  South  on  type  in  even-running  lots.  An  important  New  England 
interest  buys  from  seven  or  eight  Boston  houses,  usually  on  its  own 
types.  The  brokers  train  the  shippers  into  what  the  mill  in  question 
wants.  If  the  broker  does  not  deliver  cotton  suited  to  the  mill's  re- 
quirements the  mill  changes  brokers.  Other  northern  interests  also 
buy  on  their  own  types  and  claim  to  have  their  brokers  thoroughly 
educated  as  to  the  cotton  which  they  reouire.  In  some  cases  the 
local  New  England  houses  through  whicn  cotton  is  obtained  are 
brokers  and  in  others  they  are  merchants.  Description  as  well  as 
type  sales  are  also  used,  rurchases  of  cotton  for  two  Maine  mills, 
for  example,  are  made  on  both  bases. 


THE  COTTON   TRADB 


49 


M  Carson:  Financing  the  Production  and  Distribution  of  Cottoo. 
BuUetin,  1923,  p.  41. 
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Section  12.  Ontrig^lit  piircliasing. 

E;ffeci  of  sales  in  advance,— It  was  found  to  be  the  policy  of  several 
of  the  cotton  mills  visited  to  purchase  their  cotton  outright  and  with- 
out resort  to  either  buying  "on  call,''  or  the  futures  market;  and  this 
method  is  designated  throughout  this  discussion  as  "outright  buy- 
mg,  or  outright  purchasing.  While  such  a  policy  is  apparently 
more  characteristic  of  southern  than  northern  mill  companies,  some 
of  the  latter  also  use  this  method  to  a  considerable  extent,  particu- 
larly where  they  operate  a  southern  mill  or  mills.  In  some  cases 
outright  purchasmg  is  doubtless  influenced  by  the  fact  that  the  mill 
does  not  usually  buy  cotton  in  anticipation  of  orders  for  goods,  but 
tot  sells  the  goods  and  then  purchases  the  cotton  to  manufacture 
them.  In  such  cases,  the  cotton  is  often  bought  outright  at  a  fixed 
price.  If  the  order  is  for  goods  to  be  delivered  at  some  future  date, 
the  cotton  to  make  the  goods  is  also  purchased  for  forward  deUvery 
but  the  price  is  fixed  at  the  time  the  contract  is  entered  into.  In 
othw-  words,  the  mill  attempts  merely  "to  keep  covered  all  the  tune." 

Though  a  policy  of  nonanticipation  of  orders  may  be  an  influ- 
ential factor  m  producing  outright  buying,  too  much  weight  should 
not  be  attached  to  it.  The  information  obtained  clearly  indicates 
that  the  practice  of  selling  goods  before  buying  cotton  is  not  rigidly 
adhered  to,  but  that  on  the  contrary,  it  is  in  practice  subject  to  fre- 
quent exceptions  and  variations  depending  upon  a  number  of  cir- 
cumstances. 

Thus,  a  North  Carolina  mill  employing  the  foregoing  method 
admits  that  it  occasionally  buys  a  little  m  advance,  though  not 
much,  and  a  Georgia  mill  states  that  if  it  considers  that  the  price 
IS  extremely  low  it  sometimes  buys  outright  for  anticipated  future 
requu-ements.  An  important  northern  spuming  interest  states  its 
buymg  policy  as  follows,  quoting  from  the  report  of  the  interview: 

We  try  to  buy  cotton  for  our  mills  with  reference  to  forward  sales  of  finished 
goods;  also  at  different  times  of  the  year  we  bxiy  in  relation  to  the  cotton  crop 
as,  for  example,  the  desirable  grades  are  exhausted  in  the  late  spring  and  we  trv 
to  supply  ourselves  up  to  that  time  so  as  to  be  able  to  carry  ourselves  over  into 
the  new  crop. 

This  concern  neither  buys  on  call  (Chap.  II,  sec.  10)  nor  uses  the 
futures  market  for  hedging. 

In  certain  cases,  moreover,  mills  pursuing  a  general  pohcy  of  selUng 
goods  m  advance  of  manufacture  and  buying  cotton  outright  inay 
also  buy  a  little  on  call.  For  example,  a  very  large  Georgia  mill 
states  that  it  has  never  bought  on  call  very  much,  although  it  uses 
this  method  to  some  extent. 

Withovi  orders  in  advance.— ¥ot  certain  northern  and  southern 
mills  outright  purchasmg  policies,  as  well  as  failure  to  use  either 
call  buying  or  the  futures  market,  are  apparently  independent  of 
the  sale  of  goods  m  advance.  One  large  New  Bedford  mill,  which 
neither  buys  on  call  nor  employs  the  futures  market,  states  that  it 
18  our  general  policy  to  carry  about  9  to  12  months  supply  in  ad- 
vance. Another  northern  mill  belonging  to  a  very  important 
group  of  New  England  spinners  is  accustomed  to  purchase  a  consid- 
erable portion  of  Its  year's  requirements  in  advance.  It  does  abso- 
lutely no  hedging  and  its  treasurer  states  that  he  is  frequentlv  in 
the  position  of  a  speculator,  as  everything  is  bought  spot  and'fre- 
885991— S.  Doc  100. 68-1 G 
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quently  before  goods  have  been  sold.  A  South  Carolina  mill, 
which  buys  mostly  outright,  does  not  wait  for  orders  for  goods 
in  order  to  buy  cotton.  Knowing  about  what  it  is  going  to  need,  it 
buys  ''in  the  months  of  October,  November,  and  December  as  far  as 
possible.''  This  mill  does  on  occasion  use  the  futures  market, 
though  not  very  much.     No  call  buying  is  done,  however. 

Effect  of  staple.— The  reason  that  some  mills  buy  outright  in  ad- 
vance of  orders  and  employ  neither  call  buying  nor  the  futures 
market  is,  in  some  instances,  to  be  found  in  the  character  of  the  prod- 
uct manufactured  and  the  cotton  required  therefor.  Certain  mills, 
for  example,  manufacture  chiefly  high-grade  cotton  goods,  such  as 
lawns,  organdies,  fancv  dress  goods,  cotton  and  silk  mixed  goods, 
sewing  threads,  yarns  for  lace  curtains  and  warp  yams  for  fine  cloth, 
and  the  like.  Such  mills  use  only  long-staple  cotton  which  it  is  im- 
possible for  either  mill  or  merchant  to  hedge  satisfaGtoril}^. 

The  long-staple  cotton  which  they  employ  always  carries  a  good 
premium  and  the  price  of  the  basis  cotton  may  very  well  go  one  way, 
while  the  premium  would  go  another.  In  addition,  the  price  of  the 
longer  staples  may  be  so  high  that  it  would  require  nearly  two  bales 
of  basis  middling  cotton  to  hedge  one  bale  of  long  staple.  It  is  stated 
that  it  is  not  as  important  for  mills  manufacturing  such  lines  of  goods 
to  obtain  protection  by  hedging  as  it  is  in  the  case  of  producers  of 
sheetings,  print  cloths,  and  cotton  goods  of  a  similar  character.  In 
the  case  of  these  products  the  cotton  is  the  big  factor  in  the  cost  and 
a  change  of  2  or  3  cents  a  pound  in  the  price  might  entirely  wipe  out 

the  profit. 

In  the  case  of  mills  making  fine  goods  the  labor  and  work  put  into 
the  product  is  much  more  important  than  the  raw  material.  If  the 
cotton  cost,  say  40  cents  a  poimd,  the  total  cost  would,  perhaps,  be 
$2  a  pound,  so  that  a  loss  of  5  cents  a  pound  on  the  cotton  can  be 
absorbed  without  affecting  the  total  cost  to  any  great  extent.  In 
consequence,  these  mills  feel  that  they  can  buy  their  cotton  outright. 
Other  information  would  indicate  that  the  question  of  staple  is  a 
factor  influencing  outright  buying  in  the  case  of  other  mills. 

Early  huyina. — It  is  the  policy  of  several  mills  buying  outright  in 
anticipation  of  their  future  requirements  to  purchase  heavilv  when 
the  crop  first  comes  on  the  market.  One  South  Carohna  mill  using 
exclusively  long  staple  cotton  keeps  bought  ahead  for  a  considerable 
period.  It  buys  cotton  as  soon  as  it  comes  in  in  the  fall  and  attempts 
to  secure  its  supplies  before  December  1,  if  possible.  In  October, 
1922,  for  example,  this  company  had  already  purchased  its  supplies  run- 
ning into  October,  1923.  This  mill  has  excellent  warehouse  facilities 
and  allows  the  seller  to  ship  in  the  cotton  whenever  it  suits  him.  A 
North  Carolina  mill  also  using  long  staple  cotton  does  most  of  its 
buying  (about  two-thirds)  generally  from  September  to  December 
in  anticipation  of  orders  for  goods  and  takes  a  chance  on  the  other 
third.  Similarly,  an  important  New  Bedford  mill  as  a  general 
policy  carries  from  a  9  to  12  montlis'  supply  of  cotton. 

Reasons  far  early  cyuiright  buying. — Two  prime  reasons  are  as- 
signed by  these  mills  for  their  policy  of  heavy  outright  purchasing 
in  the  fall  of  the  year  without  hedging  and  without  orders  for  goods. 
The  first  of  these  reasons  has  to  do  with  price,  the  second  with 
quality. 
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Certam  southern  spmners  apparently  work  on  the  theory  that 
when  the  bulk  of  the  cotton  is  coming  on  the  market,  prices  will  be 
lower  on  the  average  than  at  later  seasons,  and  4he  opinion  is  expressed 
that  by  pursumg  this  policy  '^better"  (lower)  prices  have  been 
obtained  on  the  average  than  could  have  been  procured  by  trying  to 
follow  the  market.  Certain  of  the  northern  mills,  on  the  other  hand  ' 
emphasize  the  fact  that  better  cotton  is  obtainable  when  the  crop 
first  comes  to  market,  rather  than  after  it  has  lain  around  in  the 
warehouses  and  been  handled  and  picked  over  several  times  In 
consequence,  their  heavy  outright  buymg  in  the  early  part  oif  the 
crop  vear  is  due  largely  to  their  effort,  as  one  manufacturer  says,  "  to 
get  the  best  picking. 

In  occasional  instances  the  policy  of  outright  purchasing  may  be  at 
least  partially  dictated  by  hostility  to  the  cotton  exchanges,  and  the 
system  of  future  trading.  The  attitude  of  one  important  mill  mav 
be  taken  as  an  example.  This  mill  uses  chiefly  a  long  staple  cotton 
and  buys  outr^ht  several  months'  supply  in  the  fall  of  the  year  It 
never  uses  the  futures  market,  nor  does  it  buy  on  call.  The  treasurer 
IS  bitterly  opposed  to  future  trading  and  believes  that  every  one  from 
grower  to  consumer,  except  the  speculator,  would  be  benefited  by 
the  abolition  of  the  exchanges.  He  denies  emphatically  that  the 
fact  that  he  uses  Ion?  staple  cotton  constitutes  a  reason  for  his  not 
hedging,  assertmg  with  equal  emphasis  that  he  would  not  hedge  even 
II  he  used  short  staple. 

Apparently  there  is  a  somewhat  greater  tendency  to  outright 
buying  amon^  the  southern  mills  than  is  to  be  found  among  the 
northern.  The  methods  of  buying  reported,  as  well  as  the  state- 
ments of  spinners  and  others,  would  seem  to  indicate  a  general 
tendency  for  several  of  the  southern  mills  to  buy  spot  without  hedgino- 
or  m  some  cases  on  buyer's  call,  whereas,  in  the  case  of  the  northern 
nulls  transactions  are  perhaps  somewhat  more  often  either  on  buyers' 
call,  or  hedged  in  the  futures  market.  It  is  probable  that  manv  mills 
do  some  outright  buying.  In  frequent  cases,  situations  and  condi- 
tions develop  which  make  it  desirable  for  the  mill  to  buy  outright 
even  though  this  is  quite  contrary  to  the  policy  which  they  usuallv 
pursue,  h  or  example,  the  treasurer  of  a  miU  controlled  by  one  of  the 
important  northern  spinning  interests,  states  that  theu-  general  policv 
is  to  sell  goods  and  cover  by  purchases  of  futures,  except  when  the 
cotton  market  is  very  low.  When  such  a  condition  prevails  the  mill 
goes  out  and  buys  the  cotton,  figuring  that  the  interest  and  carrvincr 
expense  up  to  the  time  of  consumption  will  be  more  than  offset  bv  the 
ditlerence  in  price.  Such  purchases,  of  course,  are  not  covered  bv 
luture  sales.  "^ 

A  southern  mill  interest  of  importance  asserts  that  in  buving 
their  cotton  they  have  tried  to  use  that  method  which  would  be  as 
nearly  free  from  speculation  as  possible.  Buying  on  call  gives  them 
th^  protection,  but  when  business  is  bad  and  they  are  unable  to 

vhoTfi,  •   T^-*^  ^^   ""?  particular   advantage.     In   consequence, 
w      then-  business  consists  of  small  orders  for  delivery  in  the  near 

w^\   ^^.  .7  T^^^"^  outright  as  soon  as  they  get  the  order, 
fnro^  k     <^^^^gb^ buying  is  probably  employed  on  occasion,  there- 
^unh  ^  T*"^-^     •?'  ^^®^  ^  *  g^*^  "^""^y  establishments  where 
thprLrt'*^'''^/f  ^"^^  *  matter  of  general  policy  than  an  exception 

lnZVt^Z  Skete '  ""^""^  ""''"^  '^'^^  "^  ^^'  "^  ^^^^S 
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Section  13.  Mill  hedging. 

Buying  hedges. — The  use  of  the  futures  markets  by  some  mills  is 
confined  to  buying  htdges,  and  selling  hedges  are  not  employed. 
In  other  words,  the  mill  hedges  sales  of  finished  goods  by  buying 
.cotton  futures,  but  if  it  buys  spot  cotton  it  does  not  sell  futures 
against  such  cotton.  In  some  mstances,  this  may  be  due  in  part 
to  the  fact  that  the  concern  does  not  buy  any  appi-eciable  volume 
of  spot  cotton  without  orders,  unless  cotton  is  very  low  in  which 
case  having  purchased  they  do  not  consider  it  necessary  to  sell 
hedges  agamst  it,  since  they  expect  it  to  advance.  The  following 
statement  of  the  treasurer  of  a  mill  belonging  to  a  very  large  northern 
spinning  group  is  of  interest  in  this  connection : 

Q.  Do  you  employ  the  cotton  futures  markets  for  hedging,  and  if  so,  how? — 
A.  Yes;  for  protection. 

Q.  Do  you   buy  futures  against  sales  of  cloth? — A.  Yes;  unless  cotton  18 

very  low. 

Q.  Do  vou  sell  futures  against  purchase  of  spot  cotton? — A.  No. 

Q.  To  what  extent  do  you  employ  the  futures  markets  for  hedging?— A.  It 
varies.     When  cotton  is  very  low  we  buy  and  do  not  carry  a  hedge  against  it. 

Hedge  purchasing  may  also  be  used  in  certain  case^,  because  the 
contract  involved  is  of  considerable  size.     Says  a  Georgia  mill: 

If  we  get  an  order  for  goods  to  be  delivered  in  October,  December,  and  Jan- 
uary, say,  that  will  require  2,500  bales  of  cotton,  we  can  not  go  out  in  the 
market  and  in  a  single  day  possibly  buy  that  2,500  bales  of  exactly  the  grade 
and  staple  we  require  without  unduly  disturbing  the  market.  So  we  wire  our 
broker  to  buy  futures  for  us  to  the  extent  of  2,500  bales  for  those  delivery 
months  and  then  as  we  pick  up  the  actual  cotton  of  the  desired  grade  and  staple 
we  take  up  our  futures. 

The  use  of  buying  hedges  (buying  futures  against  goods  sold)  by 
some  concerns  has  decreased  in  recent  years,  owing  to  changes  in 
the  methods  of  selling  goods.  The  period  of  forward  selling  of  goods 
has  shortened  considerably  since  the  war  and  the  sale  of  the  finished 

Eroduct  is  in  the  case  of  various  mills  very  largely  a  hand-to-mouth 
usiness  with  the  result  that  the  mills  buy  more  largely  outright. 
One  northern  mill  reports  that  before  the  war  it  offered  for  six  months 
or  more  in  advance  but  that  this  required  the  tying  up  of  too  much 
capital  to  carry  its  supply  of  cotton.  In  consequence  it  hedged  those 
contracts  on  tte  exchange,  and  got  along  with  less  capital.  Since  the 
war  prices  have  fluctuated  so  much  that  this  concern  does  not  offer 
goods  for  more  tban  three  months  in  advance,  and  buys  the  cotton 
to  make  the  goods  as  soon  as  it  obtains  an  order. 

Selling  hedges.— In  the  early  part  of  the  marketing  season  when 
the  crop  is  coming  on  the  market  rapidly,  southern  milk  sometimes 
buy  cotton  in  advance  of  orders  for  goods  to  get  the  grade  and  staple 
they  are  likely  to  need,  and  also  in  order  to  get  it  from  near-by 
points,  thus  saving  in  freight,  handling,  and  other  charges.  Inas- 
much as  in  this  case  the  mill  does  not  know  for  what  it  will  be  able 
to  sell  goods,  it  may  then  sell  futures  as  a  hedge  against  a  decline  in 
the  price  of  the  cotton.  As  contracts  for  goods  are  obtained  to  cover 
the  cotton  the  futures  are  bought  back,  thus  canceling  the  hedge. 

An  important  northern  mill  interest,  usually  buying  cotton  on 
call,  sells  futures  as  hedges  against  the  supply  of  cotton  for  its  south- 
em  mill,  this  cotton  being  purchased  directly  from  the  local  mer- 
chants. Call  buying  from  little  local  merchants  is  impracticable,  so 
that  at  this  point  ihe  mill  takes  the  cotton  as  fast  as  it  is  raised  in  the 


neighborhood  and  then  uses  the  future  market  to  protect  itself,  i.  e., 
by  selling  futures  against  these  spot  purchases. 

Buying  and  selling  hedges, — Many  mills,  perhaps  the  majority  of 
those  using  the  futures  market,  employ  both  buying  and  selling 
hedges  depending  upon  market  and  other  conditions.  One  of  the 
executives  of  a  large  Fall  River  mill  states  this  policy  as  follows, 
quoting  from  the  agent's  report  of  the  interview: 

If  we  sell  large  quantities  of  goods  in  the  spring  when  desirable  spot  cotton 
is  hard  to  find,  we  might  buy  New  York  futures  against  the  goods  that  we  have 
sold.  On  the  contrary,  if  we  are  anxious  to  secure  a  full  supply  of  desirable 
cotton  during  the  early  fall  and  winter  when  our  cotton  is  available  and  have  not 
sold  our  goods,  we  would  use  the  market  by  selling  against  that  proportion  of  our 
stock  not  sold  in  goods. 

Combination  methods, — The  buying  policy  of  many  mills,  both 
North  and  South,  but  particularly  the  former,  is  to  purchase  accord- 
ing to  the  method  which  seems  to  avoid  speculating  in  the  largest 
possible  degree,  rather  than  to  follow  any  one  particular  method  or 
methods.  Mills  will  be  found  which,  depending  on  conditions,  will 
employ  either  buyer's  or  seller's  call  or  purchase  outright  without 
hedging,  while  under  other  conditions  all  goods  sold  will  be  hedged 
by  the  purchasing  of  cotton  futures,  and  in  yet  other  situations  all 
cotton  purchased  will  be  immediately  hedged  by  future  sales. 

Section  14.  Mill  buying  "on  call." 

Seller's  cdU, — Comparatively  few  of  the  mills  visited  which  uiSed 
call  buying  employed  seller's  call.  This  method,  however,  may  and 
sometimes  is  used  to  cover  very  large  contracts  for  goods.  An  order 
requiring  say  10,000  to  15,000  bales  of  cotton  is  too  large  to  be 
handled  by  a  small  spot  cotton  dealer,  though  it  could  be  bought 
from  a  large  one.  In  the  event  that  the  concern  desires  to  buy  the 
cotton  from  the  smaller  spot  merchants  it  may  buy  futures  to  cover 
the  required  quantity  of  cotton  and  then  parcel  out  the  purchase  of 
the  actual  cotton  among  the  small  spot  brokers.  As  the  latter  are 
able  to  pick  up  the  cotton  in  tenderable  lots  (100  bales)^  they  notify 
the  company  and  sell  an  equivalent  number  of  future  contracts  for 
the  company's  account,  fixing  the  price  of  that  much  of  the  cotton. 

One  of  the  objections  raised  to  the  use  of  seller's  call  is  the  fact  that 
in  such  a  case  the  mill  carries  the  hedges  and  this  involves  the  cost 
of  commissions,  interest  on  margins,  etc.,  whereas,  on  buyer's  call 
the  purchaser  is  not  involved  in  this  expense. 

Another  objection  to  seller's  call  made  by  a  southern  manufacturer 
is  as  follows,  quoting  from  the  agent's  report  of  the  interview: 

I  can't  think  of  a  situation  in  which  the  mill  man  would  want  to  use  seller's 
call.  He  would  not  know  how  to  advise  his  salesmen.  To  illustrate,  we  may 
want  to  be  assured  of  a  supply  of  cotton  of  a  certain  grade  and  staple,  but  as  yet 
have  no  contracts  for  goods.  We  make  inquiry  of  one  of  the  big  houses  and 
are  told  they  will  furnish  us  this  cotton  at  -say  200  points  on  December.  If  that 
seems  to  us  a  fair  basis  we  accept.  Then  when  our  salesman  has  an  order  and 
wires  us  for  a  price  we  look  up  the  price  of  December,  add  the  200  joints  and 
wire  him  to  base  his  order  on  cotton  at  that  price.  If  the  order  for  goods  is 
placed  we  wire  our  cotton  merchant  immediately,  calling  the  cotton  and  that 
fixes  the  price.  If  we  had  to  depend  on  our  merchant  fixing  the  price  as  he 
could  get  the  cotton  we  would  be  working  blindly  and  could  not  safely  advise 
our  salesman. 

Buyer's  call. — One  mill  uses  buyer's  call  if  the  crop  of  any  particular 
type  or  character  is  quoted  as  being  short,  and  the  price  is  prohibitive. 
In  such  a  case  this  mill  buys  on  call  for  deliveries  at  certain  dates 
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and  makes  the  call  when  the  price  is  such  that  it  will  result  in  a  profit. 
The  price  of  the  month  on  which  the  call  is  based  is  also  considered 
in  quoting  customers  prices  on  orders  for  yarns  and  after  the  sale 
is  made  the  cotton  is  called  as  near  that  price  as  practicable.  A 
southern  spinner  does  not  use  buyer's  or  seller's  call  because,  though 
many  spinners  do  buy  that  way,  he  can  not  tell  what  the  cotton  is 
going  to  cost  at  sometime  in  the  future,  whereas,  he  does  know  what 
it  will  cost  now. 

Section  15.  Cotton  trade  borrowings. 

According  to  schedule  '^  returns  to  the  commission,  New  York  is 
the  most  important  source  of  cotton  loans.  ITie  volume  of  borrow- 
ings of  reporting  concerns  engaged  in  the  spot  and  futures  cotton 
business  from  this  financial  center  was  three  times  as  great  as  from 
New  Orleans,  which  is  the  second  largest  money  market  for  the  cotton 
trade. 

The  following  table  shows  the  yearly  average  borrowings  of  440 
concerns  comprising  a  considerable  proportion  of  the  organizations 
engaged  in  the  spot  and  futures  cotton  business  for  the  period  1919-20 
to  1921-22.  The  details  for  each  year,  on  which  this  table  is  based, 
will  be  found  in  Appendix  Table  I : 

Table  7 — Approximate  yearly  average    maximum  borrowings,  by  cities,  of  440 
spot  and  future  cotton  concerns,  1919-20  to  1921-22  > 


Rank 

3-year  period  ending  June  30. 1922 

City 

Average       i  Per  cent 
maximum     '  of  total 
borrowingb      borrowed 

Number 

of 
concerns 
reporting 
borrow- 
ings 

New  York                         

1 
2 

10 

$46,392,336.86 
13, 063, 172.  55 
8,357,311.44 
6,976,637.16 
6,862,887.69 
4,939,153.79 
8,924,86127 
3, 292, 163.  73 
2,890.866.67 
2, 153, 083.  33 

38.09 
10.72 
6  86 
4.91 
4.81 
4.06 
3.22 
Z70 
2.37 
1.77 

83 

New  Orleans 

42 

Boston.    —---..— 

17 

Memnhis.. . .._ — 

40 

S**vf*nnfth..     ,     .          .   .     ....,-- 

25 

St.  Louis...        .  -  -. ... 

13 

Norfolk 

14 

Dallas                    - 

23 

Philadelohia 

3 

Galveston..              -_-.. ........... 

9 

Total.  10  cities 

96,842,477.49 
94,967.218.18 

79.50 
20.50 

269 

Ail  other  cities* . 

171 

Total 

121,809.695.67 

loaoo 

440 

1  Based  on  Appendix  Table  I. 


*  Includes  $5,779,147.16  from  Japan  and  England. 


The  figures  in  Table  8  were  compiled  from  returns  by  a  relatively 
large  number  of  concerns  (403)  which  handled  spot  cotton  and  the 
figures  in  Table  9  by  a  comparatively  small  number  of  concerns  (37) 
which  reported  no  spot  sales  on  their  own  account.  These  tables  are 
presented  below,  the  combination  of  the  figures  in  the  two  tables 
giving  the  results  shown  in  Table  7. 

Table  8,  which  follows,  shows  for  different  cities  the  yearly  average 
maximum  borrowings  of  concerns  which  handled  spot  cotton  for  tne 
three-year  period  1919-20  to  1921-22.  This  shows  a  percentage  of 
borrowings  from  New  York    slightly  smaller  than  that  for  all  con- 

■  These  schedules  asked  for  the  maximum  amounts  borrowed  from  the  five  largest  lenders  In  each  of 
the  three  years  1919-20  to  1921-22.  In  the  case  of  a  few  concerns  money  may  have  been  l>orrowed  from  more 
than  five  lenders  during  the  same  year  so  that  the  results  shown  are  at  least  somewhat  smaller  than  would 
be  the  case  if  all  the  borrowings  had  been  asked  for.  It  is  believed,  however,  that  they  do  represent  with 
approximate  accuracy  the  relative  position  of  the  different  cities  shown  in  the  following  tables. 


rems,  and  about  the  same  relative  position  for  New  Orleans  as  in 
the  case  of  all  concerns  (see  Table  7).  The  detailed  figures  by  years, 
oil  which  Table  8  is  based,  will  be  found  in  Appendix  Table  IL 


Table  8. — Approximate  yearly  average  maximum  borrowings,  by  cities,  of  403  con- 
cerns handling  spot  cotton,  1919-20  to  1921-22  » 


Rank 

3-year  period  ending  June  30, 1922 

Ctt7 

Average 
ma.\imnm 
borrowings 

Per  cent 

of  total 

borrowed 

Number 

of 
concerns 
reporting 
borrow- 
ings 

New  York 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 

$38,368,264.90 
11,937,505.88 
8,323,978.11 
4, 787, 333. 33 
4, 137, 691. 03 
3,837,716.67 
3, 291. 330.  39 
2,890,866.67 
2,448,614.27 
2,153.063.33 

36.34 
11.31 
7.88 
4.53 
3.92 
3.64 
3.12 
2.74 
2.32 
2.04 

74 
37 
17 
21 
34 
12 

3 

13 
9 

New  Orleans 

Boston 

Savannah..... "  ""  * 

Memphis.... 

St.  Louis 

Dallas-. 

Philadelphia 

Norfolk 

Galveston 

Total,  10  cities ^ 

82,176,384.58 
23,395,067.21 

77.84 
22.16 

242 
161 

All  other  cities  * 

Total 

105,571,451.79 

100.00 

403 

1 

'  Based  on  Appendix  Table  II. 

>  Includes  $5,779,147.16  from  Japan  and  England. 


Table  9,  which  follows,  gives  the  yearly  average  maximum  borrow- 
ing by  concerns  which  reported  no  spot  sales  on  their  on  accoimt  for 
different  cities  for  the  three-vear  period  1919-20  to  1921-22.  This 
shows  that  practically  half  the  borrowings  by  this  class  of  concerns 
were  from  New  York  and  more  than  one-tenth  from  Memphis. 

The  detailed  figures  by  years  on  which  this  table  is  based  will  be 
found  in  Appendix  Table  III. 

Table  9. — Approximate  yearly  average  maximum  borrowings,  by  cities,  of  S7  cotton 


concerns  wnich  reported  no  spot  sales  on  their  own  account,  1919-20  to  1921-22  * 

Rank 

3-year  period  ending  June  30, 1922 

City 

Average 
maximum 
borrowings 

Percent 

of  total 

borrowed 

Number 

of 

concerns 

reporting 

borrow- 

ings> 

New  York 

I 

2 
3 

4 
5 
6 
7 
8 

$8, 024, 071. 96 
1, 838, 946.  13 
1, 476, 250. 00 
1, 125, 666,  67 
1, 101, 437. 12 
1,065,554.36 
33,333.33 
833.34 

49.41 

11.33 

9.09 

6.93 

6.78 

&56 

.21 

.01 

0) 

1 

Memphis 

Norfolk 

New  Orleans 

St.  Louis 

Savannah 

Boston. 

Dallas 

Philadelphia ■■.■.■."."."".■.'.'.""'."" 

Galveston 

..      Total,  lOcities 

14,666,092.91 
1,572,15a  97 

9a  32 
9.68 

27 
10 

All  other  cities 

Total 

16, 238, 243. 88 

loaoo 

37 

'  Based  on  Appendix  Table  m. 
Some  concerns  borrowed  in  more  than  one  city 
In  w  hich  the  borrowings  were  greatest. 
'  included  under  Savannah,  in  which  the  borrowings  were  greater 


In  such  cases  the  concern  is  counted  under  the  city 


S«enotel. 
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Section  16.  Cooperative  marketing  of  cotton. 

Growth  of  the  cotton  cooperative  marJceting  m<yvement. — The  cotton 
cooperative  marketing  associations  of  the  present  day  are  not  the 
result  of  a  growth  covering  a  long  oeriod.  rractically  all,  if  not  all, 
such  associations  now  in  existence  nave  been  organized  since  1921.*' 

Tliere  were,  however,  a  number  of  earlier  attempts  made  by  cotton 
growers  to  market  their  crop  cooperatively.  According  to  the  Federal 
Reserve  Bulletin'^  the  ** earliest  attempt  to  market  cotton  cooper- 
atively in  the  United  States  was  made  m  1872,  when  the  Mississippi 
Grange  placed  a  sales  agency  in  Liverpool  that  operated  for  several 
years.  About  the  same  time  the  Alabama  Grange  established  an 
agent  in  New  York,  the  Georgia  Grange  in  Atlanta,  and  the  Louisiana 
Grange  in  New  Orleans.  These  operated  for  several  years,  but  were 
discontinued  with  the  decline  in  the  grange  movement."  According 
to  this  same  pubhcation,  other  attempts  to  establish  cooperative 
cotton  marketing  associations  were  unsuccessful  until  very  recently. 

Reasons  for  recent  development. — Probably  the  most  important  rea- 
son for  the  renewed  activity  in  organizing  cotton  cooperative  market- 
ing associations  was  the  depression  of  1920-21,  when  cotton  fell  from 
considerably  over  40  cents  per  pound  to  the  neighborhood  of  10  cents 
per  pound.  Closely  allied  to  tnis  price  decline  was  a  general  dissat- 
isfaction with  the  system  of  cotton  marketing,  the  producers,  in  short, 
beheving  that  the  middleman's  profit  was  too  large  as  compared  with 
the  services  performed.  ,     . 

A  plan  of  organization  was  evolved  for  the  Oklahoma  association 
in  1920,  and  in  April,  1921,  the  organization  was  completed  and  steps 
were  taken  to  handle  the  1921  crop.  The  Arizona,'*  Mississippi ,»» 
and  Texas  associations  followed  soon  after  Oklahoma.  In  1922,  5 
more  cotton  cooperative  marketing  associations  were  organized  and 

4  in  1923.»» 

Typical  organization. — Most  of  the  important  cotton  cooperative 
marketing  associations  are  State  organizations  under  the  local  laws 
governing  cooperative  associations.  They  are  nonprofit  organiza- 
tions and  do  not  have  capital  stock.  The  ofiicers  and  directors  are 
usually  elected  from  the  membership  and  consequently  are  growers, 
since  it  is  required  that  only  growers  of  cotton  may  be  members  of 
the  association.  Under  the  laws  of  several  States  at  least  one  mem- 
ber of  the  board  of  directors  must  be  a  representative  of  the  general 
pubUc  and  is  appointed  by  the  governor  of  the  State  in  question. 

These  associations  handle  cotton  and  no  other  commodities.  Each 
member  agrees  to  turn  over  to  the  association  all  cotton  raised  by 

him.  T    .       J  X 

These  agreements  are  usually  for  five  years  and  are  designed  to 
protect  the  association.  In  this  connection  it  is  of  interest  to  note 
that  the  associations  have  had  comparatively  little  trouble  with 
members  refusing  to  deliver,  or,  in  other  wordis,  to  live  up  to  their 
contracts.  It  seems  to  be  the  policy,  at  least  of  most  of  the  associa- 
tions, to  obtain  compUance  with  these  marketing  agreements  by 
persuasion  where  possible,  and  to  avoid  legal  process.  No  fears  are 
apparently  entertained  that  the  agreements  would  be  held  illegal, 

«•  Carson:  Financing  the  Production  and  Distribution  ot  Cotton,  p.  68;  reprinted  from  the  Federal 
Reserve  Bulletin. 
»'  Ibid.,  p.  67. 

>■  Staple  cotton  associatioa. 
••  Oaoon:  Op  dt.,  p.  68. 
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since  they  are  practically  identical  in  form  with  those  of  the  tobacco 

f  rowers'  marketing  associations  which  have  been  upheld  by  numerous 
tate  courts. 

The  cotton  cooperatives  have  endeavored  to  employ  competent 
cotton  men  to  conduct  the  affairs  of  the  several  organizations.  Rather 
elaborate  systems  are  in  use  also  to  maintain  the  interest  of  the  mem- 
berships in  their  organizations  and  to  obtain  new  members. 

There  are  also  other  associations  of  producers  which  handle  cotton, 
but  these  are  usually  small  local  organizations  and,  furthermore, 
are  organized  for  other  purposes  as  well  as  that  of  marketing  cotton. 

It  is  claimed  that  at  least  1,000,000  bales  of  cotton  were  marketed 
through  associations  of  growers  in  1923.  Returns  of  the  nine  prin- 
cipal cooperative  associations  to  the  commission  show  for  the  crop 
of  1 922-23  sales  of  69 1 ,000  bales.  The  movement  has  gro  wn  steadily 
since  the  organization  of  the  Oklahoma  association  in  1921,  and  prac- 
tically every  association  reports  an  increase  each  year  in  both  mem- 
bership and  bales  handled.  The  cotton  cooperative  associations  are 
financed  in  a  large  measure  by  loans  from  conmiercial  banks  secured 
by  warehouse  receipts.  Large  advances  have  also  been  made  by  the  War 
Finance  Corporation.  Another  source  of  funds  has  been  the  mem- 
bers of  the  associations.  The  South  Carolina  Association  has  bor- 
rowed oyer  $1,125,000  at  one  time  from  its  members.  In  this  con- 
nection it  is  interesting  to  note  that  it  has  been  the  association  and 
not  the  members  that  reduced  this  amount,  the  latter  being  anxious 
for  renewals. 

This  borrowing  from  members  suggests  that  steps  in  the  direction 
of  cooperative  credit  organizations  by  the  cotton  cooperatives  might 
place  them  in  a  stronger  financial  position,  render  them  largely 
mdependent  of  the  banks,  and  result  in  a  considerable  saving  in  their 
cost  of  distribution. 

Section  17.  General  sales  methods. 

State  associations. — The  various  State  cooperative  cotton  associ- 
ations have  their  own  sales  organizations.  While  the  ultimate 
desire  is  to  build  up  a  "direct  to  the  mill"  business,  the  oflBcers  of 
several  of  the  associations  stated  that  they  realized  that  this  could 
onl^  come  with  time.  At  present  the  cooperatives  sell  to  any  one 
paying  the  desired  price  and  their  customers  include  the  general 
cotton  trade,  as  well  as  spinners.  There  is  one  important  obstacle 
preventing  the  cooperatives  from  doing  a  much  larger  direct  to  mill 
business.  ^  This  is  the  inability  of  many  of  the  associations  to  sell 
on  buyer's  call,  which  is,  of  course,  a  method  of  purchasing  followed 
by  many  spinners.  The  cotton  cooperatives  do  not  hedge  as  a  rule. 
Such  associations  are  composed  of  farmers  who  are  interested  in 
developing  the  so-called  system  of  "orderly  marketing";  i.  e.,  com- 
paratively even  distribution  of  sales  through  the  crop  year,  which 
is  believed  by  them  to  result  in  better  average  prices  for  spot  cotton, 
lo  hedge  under  such  circumstances  would  defeat  the  ends  sought, 
since  any  increase  in  average  spot  prices  would,  according  to  the 
theory  of  hedging,  be  ofl:set  by  losses  in  closing  out  the  hedges. 
It  is  stated  that  since  sales  on  buyer's  call  would  necessitate  such 
deaUngs,  this  method  of  selling  cotton  is  not  open  to  the  associations. 
The  cooperatives,  however,  hope  to  overcome  this  disadvantage  and 
claim  that  when  mills  become  acquainted  with  the  superior  service 


•  i 


58 


THE  COTTON  TEADB 


THE  COTTON  TRADE 


59 


inR^ 


which  the  cooperatives  offer  they  wiU  gladly  forego  the  advantages 

of  buyer's  call.  ,„      .^  o.  ^  *• 

American  Cotton  Growers'  Exchange.— The  12  State  cooperative 
cotton  associations  are  organized  into  a  central  body  known  as  the 
American  Cotton  Growers'  Exchange.  This  latter  organization 
is  in  effect  a  sales  agency  for  all  the  State  associations  and  has  branches 
throughout  the  southern  cotton  manufacturing  sections,  in  l^ew 
England,  and  abroad.  It  should  not  be  understood  that  the  local 
State  associations  do  not  sell  cotton.  As  previously  stated,  each 
organization  has  its  sales  department  and  the  decision  as  to  all  sales 
rests  with  the  individual  organization.  The  American  Cotton 
Growers'  Exchange,  according  to  C.  B.  Howard,  its  general  sales 
manager,  is — 

a  cleaririK-house  office  for  sales  for  all  of  these  States,  voii  might  say,  and  having 
salaried  men  in  Liverpool,  Bremen,  Havre,  Boston  Carolina  centers  and  con- 
nections  with  merchants  or  brokers  in  practically  all  other  cotton  markets  of  the 

world,  irreat  cotton  buying  centers.  , ,  .    ^t      -n.     »     j 

If  any  cotton  for  Texas  or  for  Georgia  which  is  sold  m  New  England,  or  across 
the  water,  goes  through  my  office,  it  is  to  coordinate  the  selhng  activities  of  these 
12  States,  in  order  that  the  12  States  will,  so  far  as  it  is  possible  to  avoid  it,  not 
compete  With  each  other  in  the  sale  of  the  cotton  that  is  delivered  them  by 
their  membership.*' 
Section  18.   Attitude  of  trade  toward  cooperative  cotton  marketing: 

associations. 

The  cotton  trade  as  a  whole  is  not  antagonistic  toward  the  coopera- 
tive marketing  movement.  The  general  impression  m  the  trade 
seems  to  be  that  everything  should  be  done  to  help  the  grower  of 
cotton,  and,  if  cooperative  marketing  will  have  this  result,  then  it  is 

to  be  encouraged.  ,    ,  t_  xi. 

There  are,  of  course,  many  cotton  dealers  who  oppose  the  coop- 
eratives The  usual  complaint  against  these  organizations  is  that 
they  are  too  inefficient  and  expensive,  and  that  their  overhead  is  far 
too  large  as  compared  with  that  of  the  regular  merchants.  Another 
ground  for  opposition  of  some  dealers  is  that  the  cooperatives  are 
trusts  and  consequently  to  be  condemned.  Some  merchants  base 
their  opposition  on  the  allegation  that  the  member  of  the  cooperative 
loses  all  initiative  in  the  sale  of  his  cotton,  since  he  must  turn  it  over 
to  the  association  as  soon  as  possible  and  be  satisfied  with  an  average 

These  arguments  against  the  associations  are  answered  by  them  as 

follows : 

The  newer  associations  admit  that  their  overhead  is  higher  than  it  should  be, 
but  hold  that  it  is  not  necessarily  more  per  bale  than  that  of  the  regular  trade. 
Furthermore,  they  contend  that  the  merchant  exacts  a  larger  toll  per  bale  than 
do  the  cooperatives,  and  when  the  organization  has  been  entirely  completed 
and  the  expense  of  estabUshing  the  business  is  at  an  end,  the  overhead  will  be 
much  less  than  at  present  and  decidedly  lower  than  that  of  the  regular  trade. 

#         The  actual  results  for  1922-23  are  shown  in  chapter  IV. 
Section  19.  Prospects  for  fnrther  cooperative  development. 

The  representatives  of  the  cooperative  associations  are  quite  san- 
guine of  the  future.  They  maintain  that  the  experimental  stage  has 
been  passed  successfully  and  that  the  associations  are  here  to  stay. 
They  claim  that  the  economy  of  operation  of  their  organizations  is 
such  that  it  is  bound  to  prevent  the  failure  of  the  movement. 

u  tfearingv,  Pt.  U,  p.  36fr 


Some  members  of  the  cotton  trade  are  not  so  optimistic  as  to  the 
future  of  the  cooperatives  They  point  out  that  the  associations  have 
been  very  fortunate  in  that  since  their  organization  cotton  prices 
generally  have  been  moving  upward.  A  year  of  falling  prices^  it  is 
claimed,  will  be  very  hard  on,  if  not  disastrous  to,  the  associations, 
since  the  average  price  will  be  so  much  lower  than  the  high  levels  for 
the  year;  and  the  members,  it  is  contended,  will  not  be  satisfied 
since  they  will  feel  that  had  they  had  the  opportunity  of  selling  their 
own  cotton  they  would  have  done  much  better. 

The  commission  is  of  the  opinion  that  the  cooperative  marketing 
of  cotton  has  been  enunontly  successful  thus  far,  and  that  it  is  not 
doomed  to  fai hire  in  periods  of  low  prices,  if  wisely  managed.  It  is 
boheved  that  this  movement  not  only  will  succeed  but  should  succeed. 
Section  20.  Physical  handling  of  cotton. 

In  the  descrintion  of  the  physical  handhng  of  cotton  at  terminal 
markets  New  Orleans  has  been  taken  as  the  basis  for  the  discussion 
Ihis  is  because  of  the  fact  that  at  this  market  a  more  complete  and 
comprehensive  survey  of  methods  and  practices  was  made  than  was 
attempted  at  any  other  city.  References  are  made  from  time  to  time 
to  practices  prevailing  in  other  markets. 

A  careful  survey  was  made  by  the  agents  of  the  commission  of  the 
entire  system  of  physical  handling  prevaihng  in  the  New  Orieans 
market  prior  to  August  1,  1922.  On  that  date  a  new  system- of 
handhng,  subsequently  discussed,  was  put  into  effect  in  that  market 
Ihe  principal  difference  between  this  ^^new"  system  of  handhnj?  and 
the  older  practice  is  that  under  the  former  a  negotiable  sinde  bale 
warehouse  receipt  is  issued  for  each  bale  of  cotton  stored,  the  bale 
being  sampled  and  weighed  by  the  exchange,  which  organization 
guarantees  the  inspection  and  the  correctness  of  the  samples 

In  general,  however,  and  with  the  exceptions  just  noted,  phvsical 
handling  methods  are  much  the  same  under  both  the  old  and  new 
svstems,  the  differences  between  the  two  being  largely  a  matter  of 
the  number  of  times  the  various  processes  involved  are  performed. 
Section  21.  New  system  compared  with  old  system  at  New  Orleans. 

Under  the  system  of  handling  cotton  which  prevailed  at  New 
Orleans  prior  to  August  1,  1922,  costs,  it  was  claimed,  had  become 
altogether  too  high.  This  was  because  there  was  dupHcation  and 
reduplication  of  sampling,  weighing,  classing,  and  handling  in  and 
out  and  the  costs  incident  thereto  every  time  a  bale  changed  hands 
As  long  as  there  was  no  system  of  exchange  inspection  each  buver 
insisted  upon  exercising  his  prerogative  of  samphng,  classing,  and 
weighing  the  cotton,  with  the  result  that  each  of  these  processes 
might  be  gone  through  two,  three,  four,  or  more  times  on  the  same 
hale  of  cotton  with  consequent  multiplication  of  expenses.  It  was 
argued  that  this  was  unduly  obstructive  of  spot  trading  in  cotton 
and  that  the  expenses  involved  in  this  duphcation  of  handhng  charges 
lor  the  same  service  were  decreasing  the  receipts  of  the  market  In 
view  of  this  the  board  of  directors  adopted  and  promulgated  a  new 
set  of  rules,  effective  from  and  after  August  1,  i922,  governing 
transactions  m  cotton  sold  ex-warehouse  and  to-arrive.  Under  these 
rules  all  cotton  is  sampled  on  both  sides,  inspected  and  weighed  bv 
paid  employees  of  the  New  Orieans  Cotton  Exchange,  upon  arrival 
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at  the  warehouse,  and  an  individual  warehouse  receipt,  together  with 
a  nonnegotiable  copy,  is  issued  for  each  bale. 

This  receipt  shows  the  certified  weight,  the  tag  number,  the  number 
of  bands,  and  the  style  of  compression  of  the  bale,  and  has  a  blank 
space  left  for  use,  if  desired,  by  the  United  States  Board  of  Cotton 
Examiners  for  certification  for  tender  on  future  contract.  A  storer 
may  have  his  cotton  stored  without  this  by  notifying  the  exchange  of 
his  desire,  but  if  the  cotton  is  transferred  where  physical  handhng  is 
necessary  it  must  be  sampled,  inspected,  and  weighed  as  provided 
above.  The  exchange  certifies  the  weight  and  guarantees  the  cor- 
rectness of  its  inspection  and  reserve  samples.  A  buyer  accepts 
cotton  offered  by  tender  of  warehouse  receipts,  without  rehandhng, 
resampUng,  or  reweighing,  but  either  buyer  or  seller  may  have  the 
bales  reweighed  if  he  desires. 

The  advantages  of  this  system  of  supervision,  from  the  viewpoint 
of  the  cotton  exchange,  as  compared  with  the  methods  followed  in 
many  other  markets  and  those  formerly  used  at  New  Orleans  have 
been  summarized  by  a  close  observer,  after  the  system  had  been  in 
use  several  months,  as  follows : 

1.  It  is  more  economical,  the  saving  in  the  cost  of  receipt  and  delivery  being 
estimated  at  about  one-third.  ,      ,    *  j    • 

2.  It  enables  the  buyer  to  class  his  cotton  on  reserve  samples  before  ordering 
it  shipped,  eliminating  the  cost  of  ordering  out  and  back  cotton  which  he  does 

not  wish  to  ship.  ,  ,,.,,.  ,.  •  i. 

3.  It  enables  the  buyer  to  resell  on  this  market  without  resamphng,  reweigh- 
ing,  or  reinspecting,  by  merely  delivering  the  warehouse  receipts. 

4.  It  prevents  congestion  at  the  warehouse,  which  was  common  under  the  old 
system,  as  cotton  is  now  generally  ordered  out  for  shipment  instead  of  being 
ordered  out  to  be  resampled  and  reweighed  and  probably  re-stored. 

5.  The  buyer  receives  the  warehouse  receipts  for  the  cotton  the  same  day  it 

6.  It  enables  the  cotton  factor  or  commission  merchant  to  know  the  weight  of 
cotton  on  its  arrival  and  he  may  thus  more  intelligently  advance  money  on 

consignments.  .     ,      ,     ^    ^i.  •  -au- 

7.  It  enables  the  factor  to  render  an  account  of  sales  to  the  consignor  withm 
seven  days  after  the  cotton  is  sold.     Under  the  old  system  it  took  from  10  to  60 

davs. 

8.  As  cotton  is  sampled  on  both  sides  and  exhibited  on  the  lower  side  it  pre- 
vents rejections  by  the  buyer  when  the  cotton  is  received. 

9.  It  has  a  decided  advantage  in  the  preparation  of  cotton  for  tender  on  future 
contract  because  it  may  be  certificated  on  the  reserve  samples  without  being 
turned  out  for  reweighing  and  resampling  as  under  the  old  system. 

10.  As  the  sampling,  inspecting,  weighing,  and  marking  are  all  done  by  em- 
ployees of  the  exchange,  the  integrity  of  the  work  is  assured. 

Under  the  present  rules  the  exchange  guarantees  its  reserve  samples 
while  they  are  in  its  possession  and  no  rejections  are  allowed  by  the 
buyer  if  the  samples  have  been  fairly  exhibited  and  if  the  duplicate 
hdd  by  the  exchange  is  equal  to  the  seller's  sample.  Any  bale  which 
shows  a  difference  of  more  than  one  full  grade  oetween  the  samples 
taken  from  opposite  sides  or  which  has  been  reported  as  irregular  by 
the  exchange  must  be  sold  as  such. 

The  rules  governing  the  storage  and  physical  handling  of  cotton 
are  intrusted  to  the  committee  on  supervision  and  deliveries  for 
enforcement.  Responsibihty  for  detail  administration  of  those  relat- 
ing to  the  proper  storing  of  the  cotton  and  the  protection  of  it  from 
theft  or  waste  is  placed  on  the  supervision  and  levee  inspection 
department  of  the  exchange,  while  responsibihty  for  inspection  for 
condition,  sampUng,  tagging,  weighing,  and  other  handUng  is  placed 


on  the  spot-handling  department.  The  chiefs  and  personnel  of  these 
departments  are  paid  employees  of  the  exchange  who  have  been 
chosen  because  of  special  training  or  qualification  for  performance  of 
the  duties  assigned  to  them. 

Section  22.  Warehonsing  at  Kew  Orleans. 

There  are  three  classes  of  plants  used  for  the  storing  of  cotton 
in  New  Orleans — railroad,  private  warehouses,  and  the  public  ware- 
house of  the  board  of  commissioners  of  the  Dort  of  New  Orleans. 

Nearlv  all  the  cotton  coming  to  the  New  Orleans  market  comes  by 
rail,  ana  on  arrival,  if  shipped  on  consignment,  the  railroad  company 
notifies  the  consignee  and  prepares  a  manifest  showing  point  of 
origin,  consignor,  number  of  bales,  markings,  charges,  and  location 
in  the  railroad  yards.  This  manifest  is  given  to  the  clerk  who 
receives  the  cotton  for  the  public  warehouse  or  to  the  drayman  who 
hauls  the  cotton  for  a  private  press,  and  the  cotton  received  is  checked 
against  it.  Each  bale  is  inspected  in  the  head  by  an  employee  of 
the  exchange  and  tagged  and  listed.  A  licensed  sampler  of  the 
exchange  draws  a  6-ounce  sample  (about  3  ounces  from  each  side) 
to  be  sent  to  the  storer  and  an  8-ounce  sample  (about  4  ounces  from 
each  side)  to  be  held  by  the  exchange  as  a  reserve  sample.  The 
cotton  is  then  weighed  Dy  a  licensed  weigher  and  placed  m  storage 
to  await  the  further  order  of  the  consignee.  It  is  stored  on  the  side 
and  if  **flat"  may  be  piled  four  or  five  bales  high  in  the  city  presses 
and  very  much  higher  in  the  public  warehouse. 

Cotton  may  remain  in  storage  from  a  few  days  to  several  months 
and,  in  rare  cases,  for  several  years.  For  a  recent  year  the  average 
for  the  *^ public  warehouse"  apparently  was  about  four  months,  but 
this  average  period  appears  to  have  been  longer  than  that  for  any 
of  several  preceding  seasons. 

The  railroad  terminals  receive  cotton  from  all  owners  if  it  comes 
in  over  their  lines.  Their  warehouses  are  maintained  for  the  con- 
venience of  their  patrons.  They  prefer  to  have  cotton  move  out 
within  a  few  days  and  do  not  care  to  be  considered  as  warehousemen; 
as  a  result  their  charges  are  made  for  space  rental  and  not  for  storage, 
and  they  employ  a  scale  of  charges  increasing  with  the  length  of 
time  the  cotton  remains  in  their  terminals  in  order  to  discourage  the 
employment  of  their  facilities  for  storage  purposes. 

Section  23.  Warehouses  operating  nnder  the  Federal  warehouse  act. 

Nearly  everv  town  in  the  Cotton  Belt  is  in  a  sense  a  market  for 
the  grade  and  staple  of  the  particular  locality,  even  though  only 
a  few  bales  may  be  sold.  Many  of  the  towns,  often  of  rather  small 
size,  have  privately  owned  pubUc  warehouses  with  capacities  of  1,000 
or  more  bales.  A  large  number  of  these  operate  under  the  Federal 
warehouse  act,  and  this  number  is  rapidly  increasing,  as  appears  from 
the  following  table.  These  figures  can  probably  be  regarded  as  repre- 
senting chiefiy  storage  at  the  smaller  interior  markets.  The  ware- 
houses at  the  larger  markets  are  not  so  hkely  to  be  operated  under 
the  Federal  act,  although  it  is  reported  that  there  has  been  a  con- 
siderable movement  in  this  direction  following  a  recent  large  failure. 
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Table  10. — Capacity  of  v>arehouse8,  in  hales,  operated  under  Federal  warehouw 

act  in  specified  States  in  1922  and  192S  » 


State 


Virginia 

Georgia 

Tennessee 

South  Carolina. 
North  Car(dina. 

Arkansas , 

Louisiana 

Mississippi 

Alabama. 

Texas 


Capacity 

May  1, 

1022 


Massachusetts. 

Oklahoma 

Arizona 

Missouri 


Total. 


IHfiOO 
50,100 
42,400 
51,300 

164,700 

88»aoo 

875,300 

134,400 

121.600 

30,000 

11,200 

6,000 


Capacity 

Nov.  28, 
1923 


7,000 
276,200 

86,600 
344,200 
208,900 
350,200 

90,600 
469.300 
208,300 

77,100 


Increase 


Quantity 


1,200,800 


11,000 
12,000 


2,136,400 


7,000 

81,700 

36.  SCO 

301,800 

157,600 

195,  "W 

52,300 

94,000 

68,900 

*  44,  500 

•30,000 

Ml.  200 

5.000 

12,000 


Per  cent 


926,600 


42.0 

72.9 

711.8 

307.2 

126.4 

136.8 

25.0 

51.3 

*36.6 

I  100.0 

Moao 

83.3 


76.0 


>  1923  figures  supplied  by  the  Bureau  of  Agricultural  Economics;   1922  figures  from  Service  and  Regu- 
latory Announcements,  No.  71,  pp.  16-2L 
» Decrease. 

The  chief  purpose  of  the  Federal  warehouse  act  is  to  provide  a 
receipt  that  '^will  be  readily  and  widely  negotiable  as  collateral  for 
loan  purposes,"  and  in  furtherance  of  this  purpose  it  "provides  for 
a  system  of  licensing  and  bonding  warehousemen  under  conditions 
that  will  tend  to  insure  the  integrity  of  the  receipts  issued  by  such 
warehousemen."  "  The  Government  does  not  certify  to  the  erade 
and  weight  of  the  cotton  stored  in  the  licensed  warehouses,  this  being 
done  by  the  warehousemen.  He  is  responsible  for  his  receipts  and  is 
bonded  to  the  Government  for  the  faithful  discharge  of  his  obliga- 
tions. He  selects  his  own  classer  and  weigher  and  may  have  them 
licensed  if  he  wishes,  or  they  may  work  without  a  license,  but  thev 
must  satisfy  the  department  that  they  are  qualified  to  do  the  work 
before  a  license  will  be  issued  to  the  warehousemen.  Inspectors, 
who  are  sent  around  at  frequent  irregular  intervals  by  the  Depart- 
ment of  Agriculture,  examine  samples  at  random  and  require  resanap- 
hng  in  some  cases  to  determine  the  care  with  which  the  work  is  being 
done.  Wlaile  it  is  not  required  that  cotton  be  classed  on  arrival,  it  is 
classed  then  imless  the  storer  expressly  requests  in  writing  that  it  be 
stored  without  so  doing.  It  must  all  be  sampled  on  arrival  and  the 
samples  placed  in  fireproof  vaults  which  the  warehouse  is  required  to 
have. 

Section  24.  Warehouse  receipts. 

Character  and  purpose. — ^A  warehouse  receipt  is  a  written  and/or 
printed  statement  signed  by  a  warehouseman  or  by  some  one  author- 
ized by  him  showing  that  he  holds  in  storage  a  certain  Quantity  of 
cotton  or  other  commodity  deliverable  on  demand  according  to  the 
terms  of  the  receipt,  upon  its  surrender  properly  indorsed.  The 
goods  may  be  made  dehverable  to  bearer,  to  order,  or  to  a  specific 
party,  but  the  receipt  is  ordinarily  negotiable  unless  it  is  plainly 
marked  on  its  face  that  it  is  not  negotiable.  The  characteristic  of 
negotiability  gives  a  warehouse  receipt  wide  circulation  as  collateral 
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in  secunty  for  loans  if  it  has  been  issued  under  such  restrictions  as 
properly  to  safeguard  the  interests  of  the  holder.  Its  value  in  this 
respect  depends  largely  on  the  integrity  and  financial  responsibility 
of  the  issuer  and  the  accuracy  of  description  of  the  goods  covered 
by  it.  An  important  purpose  of  the  warehouse  receipt  is  to  provide 
liquid  collateral  for  financing  the  carrying  of  the  commodity  covered 
on  its  movement  to  the  ultimate  market. 

Ohjectims  to  block  or  multiple  receipts. — Under  the  rules  of  the  New 
Orleans  Exchange  prior  to  August  1,  1922,  a  form  of  receipt  was 
used  which  covered  a  lot  of  any  number  of  bales  of  cotton  not  in 
excess  of  100.  It  contained  no  description  of  the  cotton  except  by 
marks  and  the  number  of  bales  to  which  each  mark  applied,  and  did 
not  provide  accurate  information  as  to  the  description  of  the  specific 
bales  covered.  A  receipt  was  issued  only  when  called  for  and  conse- 
quently not  always  at  the  time  of  placing  the  cotton  in  storage. 
Various  shapes  and  sizes  of  receipts  were  used  and  when  part  of  a 
lot  was  delivered  the  receipt  was  turned  in  to  the  warehouseman  for 
cancellation  in  so  far  as  it  applied  to  the  cotton  delivered.  This  was 
done  by  scratching  the  number  or  bv  encircling  it  and  setting  along- 
side the  number  the  remainder  which  was  sometimes  qualified  by  the 
expression  ''good  for."  A  lot  covered  by  one  receipt  might  be  made 
up  of  a  number  of  smaller  lots  each  containing  bales  of  two  or  three 
grades  and  in  which  the  individual  bales  were  not  identified  except 
by  the  common  mark  of  the  secondary  lot.  As  a  receipt  frequei^tly 
passed  through  several  hands  and  had  several  partial  deliveries  made 
on  it  the  last  bank  receiving  it  was  often  unable  to  tell  the  value  of 
the  cotton  covered  by  it  without  a  great  deal  of  laborious  checking. 

New  Orleans  and  Memphis  receipts.— Under  the  rules  adopted  m 
the  New  Orleans  market  in  1922,  all  cotton  is  checked  and  tagged 
bale  by  bale  on  arrival  and  the  tag  placed  on  a  bale  at  this  time  is 
used  as  its  identifying  mark  as  long  as  it  remains  in  the  warehouse. 
An  individual  receipt  is  issued  for  each  bale  showing  the  warehouse 
tag  number,  other  marks  of  identification,  and  the  weight  of  the  bale. 
No  provision  for  a  description  of  the  cotton  by  grade  and  staple  at 
the  time  it  is  placed  in  storage  is  made  in  the  blank  receipt,  but  the 
form  used  in  the  New  Orleans  market  provides  blank  space  for  enter- 
ing this  information  as  well  as  for  the  certificate  of  theTederal  board 
of  examiners  if  certification  for  tender  on  future  contract  is  requested. 
However,  the  samples  taken  at  this  time  are  identified  by  the  stubs 
of  the  warehouse  bale  tags  and  as  soon  as  the  cotton  has  been  classed 
and  a  record  made  of  the  classification  it  is  very  easy  to  find  the 
description  of  the  bale  covered  by  any  receipt.  Before  the  cotton  has 
been  classed  or  a  record  made  of  the  classification  the  description  of 
any  bale  mav  be  obtained  by  simply  finding  its  samples  and^having 
it  classed.  All  warehouses  in  Memphis  now  use  single-bale  receipts. 
Formerly  block  receipts  were  used,  but  the  change  to  the  single-bale 
receipt  was  made  several  years  ago.  At  first  it  was  thought  it  would 
be  impracticable  and  that  the  increased  expense  of  making  out  and 
keeping  the  record  of  so  many  receipts  would  be  prohibitive.  It  has 
been  found  in  that  market,  however,  that  the  extra  expense  on  this 
account  is  more  than  offset  by  the  saving  in  handling  the  cotton 
under  this  system. 

Warehouse  receipts  at  smaU  markets. — Many  of  the  warehouses  at 
the  smaller  interior  markets  operate  under  the  Federal  warehouse  act 
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administered  by  the  United  States  Department  of  Agriculture.  They 
may  use  either  single-bale  or  multiple  receipts,  but  most  of  them  use 
the  single-bale.  In  the  form  prescribed  for  them  the  number  of  the 
receipt  corresponds  to  the  warehouse  tag  number  and  blanks  are 
provided  in  it  for  the  entry  of  the  grade  and  staple  length  of  the  cotton 
according  to  the  official  standards  of  the  United  States,  in  addition 
to  the  otiier  information  usually  entered  on  this  type  of  receipt. 

Section  25.  Inspection  at  New  Orleans. 

Inspection  of  cotton  is  made  chiefly  for  two  purposes — to  determine 
the  cnaracter  of  the  contents  of  the  bale,  called  "inspection  for 
mixes,"  or  "inspection  in  the  head";  and  to  determine  the  condition 
of  the  bale  as  to  wrapping,  dirt,  oil,  grease,  or  other  foreign  matter 
on  the  outside  and  wnether  water  soaked  or  not,  called  "inspection 
for  condition." 

Mixes. — Inspection  for  mixes  is  made  bv  opening  the  head  of  the 
bale,  taking  out  samples,  and  examining  tnem  to  determine  whether 
the  bale  is  of  uniform  grade  and  staple  throughout.  In  the  packing 
of  cotton  at  the  gin  the  cotton  goes  into  the  bale  in  layers  extending 
from  end  to  end,  so  that  both  ends  will  show  the  same  grades.  But 
a  bale  may  contain  cotton  from  one  field  on  the  bottom  and  that 
from  another  field  at  the  top,  thereby  making  possible  a  difference 
in  grade  from  top  to  bottom.  Under  the  rmes  governing  sales  of 
spot  cotton  if  the  difference  between  the  two  sides  is  not  more  than 
one  full  grade  it  is  not  considered  a  mixed  bale  but  is  classed  as  of 
the  grade  shown  by  the  lower  side.  If  the  contents  of  a  bale  show 
a  difference  of  more  than  one  full  grade  between  the  different  parts, 
it  must  be  sold  as  irregular  cotton.  Cotton  which  shows  a  difference 
of  more  than  an  eighth  of  an  inch  in  length  of  staple  between  differ- 
ent parts  of  the  bale  must  be  sold  as  cotton  of  mixed  staple.  The 
rules  of  the  Department  of  Agriculture  permit  a  difference  of  two 
full  grades  between  tie  sides  of  a  bale  in  cotton  for  tender  on  future 
contract. 

Inspection  for  mixes  is  made  hj  representatives  of  the  excliange 
when  the  cotton  is  sampled  and  first  placed  in  storage.  Under  the 
old  rules  it  was  made  by  a  representative  of  the  buyer  and  might 
therefore  be  made  a  number  of  times  if  the  cotton  passed  through 
several  hands,  but  usually  was  made  as  the  cotton  was  being  put 
through  the  compress  in  preparation  for  shipment.  When  cotton 
was  to  be  tendered  on  future  contract  at  New  Orleans  under  the  old 
rules,  the  chief  inspector  of  the  exchange  selected  an  inspector  from 
his  force  and  he  examined  the  end  or  head  of  the  bale  to  see  that 
the  cotton  was  of  uniform  quaHty  and  of  the  same  grade  and  staple 
shown  by  the  samples  taken  at  the  same  time  by  another  hcensed 
representative  of  tne  exchange,  and  if  it  was  not  of  the  same  grade 
a  portion  of  the  mixed  cotton  was  put  in  the  sample. 

Condition. — Inspection  for  condition  is  an  examination  of  the  bale 
to  determine  wheuier  the  bale  as  a  whole  is  in  good  condition  and  fit 
for  further  handling  or  shipment.  It  should  show  whether  the 
coverings  are  sufficient  and  not  torn,  whether  the  ties  are  intact, 
whether  the  bale  is  wet  or  water  soaked,  whether  any  oil  or  grease 
has  gotten  on  the  coverings  and  whether  the  markings  are  distinct. 
Every  agency  that  handles  the  cotton  makes  this  inspection.  Not 
all  points  are  covered  by  each,  but  each  in  turn  is  responsible  for  the 


condition  of  the  bale  and  such  inspection  is  made  as  will  determine 
liis  predecessor's  responsibility  at  the  moment  the  bale  is  turned 
over  to  him,  and  also  his  own  responsibihty  when  he  turns  the  bale 
over  to  a  successor. 

Besides  this  inspection  for  condition  made  by  each  agency  handling 
the  cotton  a  representative  of  the  New  Orleans  Exchange  makes  an 
inspection  for  condition  on  incoming  cotton  at  all  warehouses.  This 
inspection,  however,  is  said  to  be  principally  concerned  with  seeing 
that  a  planter  or  other  shipper  to  the  market  gets  a  square  deal,  that 
his  cotton  is  handled  and  stored  properly,  and  if  it  comes  in  in  bad 
condition  or  contains  mixed  bales,  that  it  is  handled  in  such  a  way 
as  to  be  put  on  the  market  to  the  best  advantage  for  him.  As  an 
illustration,  it  is  said  cotton  may  come  in  with  one  side  of  the  bale 
wet  for  a  few  inches  in.  By  picking  this  wet  cotton  off  the  bale  and 
sending  it  to  the  pickery  for  the  account  of  the  owner  the  bale  may 
be  rebound,  leaving  a  salable  bale  of  cotton  which  is  only  underweight. 

The  exchange  representatives  at  the  warehouses  take  accoimt  of 
all  cotton  that  is  piclied  off  there  and  see  that  it  is  sent  to  the  pickeries 
for  the  account  of  the  owner.  They  also  test  the  weight  of^samples 
taken  to  see  that  cotton  is  not  oversampled. 

All  cotton  ordered  out  for  shipment  on  the  water  front  or  by  rail  is 
inspected  for  condition  and  density  by  representatives  of  the  New 
Orleans  Exchange.  Any  bale  found  damaged  when  taken  out  of 
the  warehouse  for  shipment  is  held  and  reconditioned.  Cot'ton 
ordered  out  for  shipment  by  boat  is  again  inspected  at  shipside  by 
representatives  of  the  cotton  inspection  bureau  of  the  New  Orleans 
Steamship  Association  for  condition,  markings,  and  density.  The 
rules  of  the  association  require  that  the  bales  shall  be  marked  with  a 
good  quality  of  ink  that  will  not  fade,  wash,  or  rub  away  so  that 
there  can  be  no  question  what  the  marks  are.  Old  marks  must  be 
thoroughly  obliterated  so  that  no  marks  appear  on  the  bale  except 
the  mark  under  which  the  bale  is  moving  for  export  and  the  head- 
brand.'*  In  order  to  obtain  a  receipt  for  cotton  "in  apparent  good 
order  and  condition,"  steamship  association  rules  require  that  each 
bale  must  be  thoroughly  covered  so  that  no  part  of  the  contents  of 
the  bale  is  exposed;  and  that  any  bales  which  show  external  damage 
from  water,  mud,  or  other  causes  must  be  condemned  and  the  condi- 
tion noted  and  reported.  Bales  soiled  with  oil  or  grease  will  not  be 
received  for  loading.  When  cotton  is  condemned,  the  shipping  hne 
is  notified,  and  they  in  turn  notify  the  shipper,  so  that  he  may  have 
his  cotton  reconditioned  or  recompressed.  If  cotton  is  condemned 
for  density  only  it  may  be  shipped  without  recompression  by  paying 
the  higher  freight  rate  and  a  fixed  penalty  per  bale. 

Section  26.  Weighing  cotton  at  New  Orleans. 

The  scales  employed  in  weighing  cotton  are  of  the  steelyard  type 
with  special  hooks  for  holding  the  cotton,  and  are  marked  to  weigh 
pounds  only.  The  beam  is  swung  from  a  wooden  horse  which  may 
be  readily  taken  down  and  packed  in  a  very  small  space  for  moving 
from  place  to  place.  All  scales  used  in  weighing  cotton  at  New 
Orleans  are  under  the  supervision  of  the  exchange  and  are  inspected 
weekly  by  a  representative  of  the  chief  supervisor.     If  a  scale  is  out 

>*  The  brand  of  the  original  shipper  by  which  the  bale  may  be  traced  h&ck  to  the  point  of  origia. 
98699t— S.  Doc  100, 68-1 0 
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of  order  it  is  condomncd  and  can  not  then  he  used  until  it  has  heen 
sent  to  the  shop,  put  in  condition,  and  reinspected. 

Under  the  present  system  of  supervision  in  New  Orleans  all  author- 
ized weighers  are  employees  of  the  exchange  and  are  divided  into 
two  hoards  and  one  desiojnated  as  ''seller's  weighers"  and  the  other 
as  'buyer's  reweighers.  A  weigher  and  a  reweigher  are  required 
to  be  present  for  the  weighing  of  each  lot  of  cotton,  the  one  to  rep- 
resent the  seller  and  do  the  weighing  and  the  other  to  represent 
the  buyer  and  check  the  weights. 

Uncompressed  cotton  is  weighed  before  being  compressed  and  all 
cotton  is  sampled  before  being  weighed.  The  weighers  make  a 
careful  examination  of  each  bale  as  it  is  brought  to  the  scale,  and  if 
any  are  found  damaged  they  must  be  reconditioned  before  being 
weighed  or  placed  in  storage.  A  weight  list  is  made  in  triplicate  and 
the  weight  of  each  bale  shown  separately.  The  original  and  first 
carbon  of  this  weight  sheet  are  given  to  the  storer  and  the  second 
carbon  is  filed  with  the  warehouse  office  as  the  pennanent  record. 

The  committee  on  supervision  and  deliveries  of  the  exchange 
requires  tests  of  weight  and  condition  of  bales  at  least  once  a  week  at 
all  presses  and  at  each  unit  of  the  public  cotton  warehouse.  Reports 
of  these  tests  are  kept  and  are  posted  for  the  information  of  the 
trade.  These  records  show  the  date  of  first  weighing,  the  original 
weight,  date  of  reweighing,  and  the  reweight. 

^owance  is  made  on  all  bales  for  excess  bagging  or  for  any  other 
cause  for  which  allowances  are  usually  made.  If  any  allowances  in 
weight  are  made  the  quantity  and  the  reasons  therefor  are  noted 
next  to  each  individual  bale  on  the  weight  returns.  In  the  event  that 
the  two  weighers  can  not  agree  as  to  allowances,  the  manager  of  the 
spot  handhng  department  appoints  a  third  weigher  as  umpire,  whose 
decision  is  final,  except  in  the  case  of  tare,  when  the  weighers  may 
use  the  rule  governing  the  method  of  ascertaining  tare.^*^ 

Methods  of  weighing  at  New  Orleans  prior  to  August  i,  1922. — In 
the  city  presses  and  railroad  warehouses  before  the  exchange  under- 
took complete  supervision,  cotton  was  weighed  by  the  seller,  but  the 
buyer  had  a  representative  present  to  check  the  weight.  All  weighers 
except  those  employed  by  tne  Union  Warehouse  were  licensed  by  the 
exchange. 

In  the  public  warehouse  the  buyer  and  seller  could  have  their  own 
representatives  do  the  weighing,  or  either  or  both  could  avail  them- 
selves of  the  services  of  the  regular  weighers  employed  by  the  ware- 
house. In  all  cases  two  weighers  were  required  to  be  present,  one  to 
represent  the  seller  and  the  other  to  represent  the  buyer.  Each 
weigher  was  assigned  to  a  particular  part  of  the  warehouse  as  his 
station  and,  in  case  cotton  for  delivery  was  being  weighed  by  two 
warehouse  weighers,  the  one  from  whose  station  the  cotton  was  coming 
was  considered  to  represent  the  seller  and  did  the  weighing,  while  the 
other  represented  the  buyer. 

»  Rule  14.  The  amount  of  bagging  used  to  cover  any  bale  shall  not  exceed  3A  per  cent  of  the  weight  of 
■uch  bale,  less  the  weight  of  the  ties.     Due  allowance  shall  be  made  for  any  excess. 

The  actual  tare  shall  be  ascertained  as  follows:  When  the  lot  numbers  50  or  M8B  bales,  5  bales;  when  more 
than  50  up  to  70,  inclusive,  7  bales;  and  more  than  70  bales,  10  bales;  or  more  or  leas,  as  may  be  agreed  upon, 
shall  be  taken  indiscriminately,  weighed,  and  then  stripped  of  the  bagging.  The  tare  shall  be  ascertained 
^^  follows. 

To  calculate  the  allowance,  the  proportion  of  excess  bagging  over  the  3A  per  cent  shall  be  as  certained  oo 
the  number  of  test  bales.  This  proportion  of  exces.'^  if  any,  shall  then  be  applied  on  the  gross  weight  of 
the  entire  lot  after  the  weight  of  ties  has  been  deducted.  (Rules  of  the  New  Orleaus  Cotton  Exchange, 
effective  August  1. 1022.) 
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Under  the  old  rules,  if  the  weighers  could  not  agree  a  third  weigher 
was  brought  m  to  arbitrate  the  difference,  and  if  no  agreement  could 
then  be  reached  the  bale  was  sent  to  the  pickery,  to  have  the  bagging 
and  ties  weighed,  if  it  was  a  question  of  tare,  or  to  be  picked  and 
rebaled  if  damage  was  the  question  involved,  at  the  expense  of  the 
losing  party.  If  a  bale  was  damaged  the  original  weight  was  noted 
m  one  of  the  columns  of  the  weight  list.  After  it  had  been  picked  and 
concUtioned  it  was  again  weighed,  and  the  weight  noted  and  marked 
scale.       A  notation  was  also  made  of  the  weight  of  the  pickings 

Cerhficated  cotton.—AM  cotton  tendered  on  future  contract  at 
jSew  Orleans  was  weighed  under  the  supervision  of  the  chief  inspector 
for  the  exchange,  prior  to  August  1, 1922  (for  the  present  practice  see 
sees.  21  and  22,  above).  The/bureau  of  inspection  of  the  New  Orleans 
Cotton  Exchange  had  a  board  of  eight  weighers  who  were  appointed 
for  this  work  by  the  cotton  exchange.  The  weighers  who  handled 
the  cotton  specified  in  a  given  request  for  certification  were  always 
selected  by  lot,  which  would  avoid  the  possibility  of  any  cotton  being 
weighed  by  an  interested  person. 

A  regular  form  of  notifix^ation  to  the  assistant  inspector,  sampler 
weigher  and  reweigher,  advising  of  their  selection  to  handle  the 
cotton  was  used.  This  form  designated  by  lot  number,  marks,  and 
tag  numbers  the  cotton  to  be  handled  and  was  made  out  in  tripli- 
cate—one copy  went  to  the  sampler  and  inspector,  one  to  the  weigher 
and  reweigher,  and  one  was  retained  in  the  office  record  book.  The 
weigher  attended  to  the  scale  beam  in  the  process  of  weighing  The 
reweigher  watched  the  weighing  to  see  that  the  cotton  was  off  the 
ground  and  that  the  scale  was  working  properly,  and  both  weigher 
and  reweigher  read  the  weight  upon  the  scale  beam.  Each  recorded 
J?u^  loose-leaf  book  the  weight,  marks  and  tag  number  of  every  bale 
I  his  loose-leaf  record  book  m  addition  showed  the  name  of  the  party 
for  whom  the  weighing  was  done,  the  lot  number,  identification 
marks,  tags,  press  location,  and  the  date.  At  the  end  of  the  task  of 
weighing  a  given  assignment  the  weigher  and  the  reweigher  added  up 
the  two  weights  of  the  bales  handled  on  the  assignment  and  compared 
their  totals  In  case  of  a  discrepancy  they  checked  back  to  find  out 
on  which  bale  they  differed  and  that  bale  was  then  reweighed  to 
correct  the  error.  Both  the  weigher  and  the  reweigher  returned  their 
reports  to  the  office  and  these  reports  were  kept  on  file. 

A  report  of  "weight  returns'^  was  made  out  to  the  owner  of  the 
cotton  by  the  mspection  bureau  of  the  New  Orleans  Cotton  Ex- 
change. This  report  showed  the  lot  number,  tag  number,  and  number 
of  bands  on  each  bale,  and  the  official  weight  of  the  cotton,  the  clas- 
sification of  which  had  been  requested  on  behalf  of  the  owner  This 
weight  return  was  used  by  the  owner  with  the  cotton  class  certificate 
^ued  by  the  Government  board  of  cotton  examiners  in  delivery  upon 
futures  contracts  If  the  cotton  was  delivered  on  contract,  the  cotton 
class  certificate  showing  grade  and  staple  length  of  cotton  as  found 
by  the  Government  board  of  cotton  examiners  was  taken  by  the 
cotton  owner  as  well  as  this  weight  return.  If  the  owner  desired  to 
have  this  cotton  separated  or  ''spht^'  he  would  request  the  United 
btates  board  of  cotton  exammers  for  two  or  more  new  certificates 
distributing  the  bales  covered  by  the  original  certificate  in  whatever 
way  his  letter  of  mstruction  might  designate.  When  an  owner  asked 
lor  split  certificates,  he  returned  his  origmal  certificate  to  the  United 
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States  board  of  cotton  examiners,  and  the  original  'weight  returns, 
to  the  bureau  of  inspection  of  the  cotton  exchange,  and  new  split 
weight  returns  were  made  out  to  correspond  with  the  split  certificates. 

Section  27.  Sampling. 

Samples  for  classification  are  taken  by  making  an  irregular  open- 
ing from  9  to  18  inches  long  in  the  bagging  on  the  top  or  bottom  of 

the  bale.  ,  .      ,  .  j  v 

Sampling  begins  with  the  first  buyer  m  the  country  and  may  be 
repeated  mth  each  successive  sale  until  the  cotton  is  in  the  hands  of 
the  ultimate  user.  If  sampled  with  each  sale,  as  is  the  rule  except 
where  exchange  m^ection  is  employed,^  the  loss  from  the  bale  due 
to  the  taking  of  samples  is  considerable. 

The  impression  prevails  among  cotton  growers  that  this  loss  falls 
entirely  on  the  producer,  and  the  present  system  of  marketing  has 
come  in  for  considerable  criticism  on  this  account.     This  is  only  in 
part  correct,  however.     When  cotton  is  shipped  to  market  to  be  sold 
on  commission  the  value  of  the  first  samples  taken,  one  froin  each 
side  of  the  bale,  is  lost  to  the  consignor,  because  they  are  taken  before 
the  cotton  is  weighed.     Under  the  rules  of  the  New  Orleans  market 
prior  to  August  1,  1922,  any  storer  could  have  his  cotton  sampled  by 
representatives  of  the  exchange,  in  which  case  the  buyer  could  re- 
sample  it  only  after  the  cotton  had  been  weighed  up  to  hun,  and, 
therefore,  at  his  own  expense.     Or  any  storer  could  have  his  own  men 
take  the  samples,  in  which  event  the  buyer  had  the  right  to  resample 
the  bales  before  weighing.     Where  this  was  done  the  storer  s  repre- 
sentative took  a%sample  from  one  side  of  the  bale  and  the  buyer  s 
representative  one  from  the  other.     The  storer's  sample  was  ordi- 
narily retained  by  himself.     The  other  was  the  property  of  the  buyer 
and  became  the  seller's  sample  in  the  next  sale  of  the  bale.     These 
samples  are  finally  sold  to  pickeries  at  somethmg  near  the  current 
price  for  cotton,  so  that,  except  for  the  first  samples  taken,  the  loss 
to  the  seller  is  in  each  case  largely  recouped  by  the  sale  of  the  samples. 
The  bulk  of  the  sampling  of  cotton  is  done  at  the  warehouses  m 
the  important  spot  markets,  such  as  New  Orleans,  Memphis,  and 
Galveston,  because  it  is  in  such  markets  that  most  of  the  intermediate 
sales  are  made.     Under  the  present  rules,  at  New  Orleans,  upon  de- 
livery at  the  warehouse,  the  cotton  is  ranged  by  a  crew  of  laborers 
for  inspection  and  sampling.     Representatives  of  the  exchange  then 
inspect  it  for  condition  and  for  mixes,  sample  it,  tag  it,  and  prepare  a 
sampler's  list.     Coupon  tags  are  used,  the  original  bemg  fastened 
to  the  bale,  and  the  coupons  placed  with  the  samples.     The  sampler  s 
fist  shows  the  tag  numbers  arranged  in  numerical  order  and  alongside 
each  tag  number  the  original  markings  belonging  to  the  bale  as  shown 
by  the  manifest.     These  markings  are  checked  against  the  manifest 
and  any  discrepancies  noted  and  inquiry  made  later  to  clear  them 
up.     Notations  are  also  made  after  the  tag  numbers  of  anythmg 
affecting  the  value  or  salability  of  a  bale,  such  as  that  it  b  water 
soaked  or  otherwise  in  bad  condition,  and  if  a  bale  is  found  damaged 

«•  In  Memphis  the  single-bale  receipt  Is  used  in  all  warehouses,  and  sampling  >nd  weighing  are  doy 
by  bonded  employees  of  the  warehouses,  making  rehandlin|[  for  these  purposes  practicaUy  unneoewary. 
In  warehouses  licensed  under  the  Federal  warehouse  act  weighing  is  done  and  SfmpJM  are  t^en  by  em- 
Dloyees  of  the  warehouses  when  the  cotton  is  received,  and  since  the  warcliouse  is  bonded  to  Um  Depart- 
meet  of  Agriculture,  it  is  ordinarily  not  necessary  to  repeat  these  operation*. 


THE  COTTON   TRADB 


69 


it  must  be  reconditioned  before  being  weighed  and  placed  in  stor- 
age." 

As  previously  stated  (sec.  22),  two  samples  are  taken,  a  part  of 
each  coming  from  the  top  and  a  part  from  the  bottom  of  the  bale. 
One  sample  is  sent  to  the  storer  and  the  other  to  the  exchange  to  be 
held  as  a  reserve  sample  and  for  the  use  of  the  Federal  board  of 
examiners  in  case  it  is  desired  to  have  the  cotton  certificated  for 
delivery  on  future  contract.  The  reserve  sample  is  delivered  to  the 
buyer  on  application.  The  buyer  may  obtain  the  storer^s  samples 
upon  terms  to  be  agreed  upon.  He  may,  on  seller's  order,  review 
the  reserve  sample  held  by  the  exchange,  but  such  review  must  be 
under  the  supervision  of  an  exchange  representative  duly  authorized 
by  the  manager  of  the  spot  handling  department.  When  cotton  for 
wnich  the  samples  are  in  the  custody  of  the  exchange  has  been 
shipped,  the  owner  must  remove  the  samples  within  two  weeks  of 
the  date  of  shipment;  otherwise  they  become  the  property  of  the 
exchange. 

Prior  to  the  change  of  rules  in  August,  1922,  most  of  the  sampling 
in  the  New  Orleans  public  warehouse  was  done  by  men  hcensed  by 
the  exchange  and  employed  by  the  warehouse,  but  the  owner  of  the 
cotton  could  have  his  own  men  do  the  work  if  he  desired. 

In  sampling  for  classification  for  delivery  on  future  contract, the 
work  was  done  by  licensed  samplers  of  the  exchange  under  the 
supervision  of  an  employee  of  the  Federal  board  of  examiners.  The 
cotton  was  ranged  in  the  same  way  as  for  the  ordinary  sampling,  a 
tag  was  placed  on  each  bale,  a  sample  was  taken  from  the  top  of  the 
bale  and  one  numbered  stub  placed  with  it,  and  then  the  bale  was 
turned  over  and  a  sample  taken  from  the  bottom  and  a  second 
numbered  stub  placed  witK  it.  A  6-ounce  sample  was  taken  from 
one  side  of  the  bale  and  an  8-ounce  sample  from  the  other.  These 
samples  were  turned  in  to  the  offices  of  the  bureau  of  inspection  of 
the  exchange  and  were  there  combined  and  split  and  handed  over  to 
the  Federal  board  of  examiners  for  classification. 


Section  28.  Classification  on  arbitration. 


/^ 


In  the  New  Orleans  market,  when  there  is  disagreement  between 
the  buyer  and  seller  as  to  the  grade  and  staple  of  cotton  delivered 
othermse  than  by  tender  on  future  contract,  the  matter  in  dispute 
may  be  submitted  for  arbitration.  This  is  done  in  a  joint  letter  by 
the  parties  to  the  secretary  of  the  exchange,  or  in  a  letter  by  one  of 
the  parties  to  the  secretary,  a  copy  of  which  has  been  sent  to  the 
other  party.  This  letter  states  the  terms  of  the  sale,  the  description 
of  the  cotton  by  grade  and  staple,  or  submits  type  samples  of  the 
cotton  if  sold  on  type.  The  secretary  of  the  exchange  in  turn  sub- 
mits the  matter  to  the  board  of  classers  of  the  inspection  bureau  of 
the  exchange  with  a  copy  of  the  original  letter  from  which  all  names 
of  parties  interested  have  been  omitted. 

The  letter  sets  forth  whether  the  complaint  is  that  the  cotton  is 
"not  up"  to  grade,  ''not  tip"  to  staple,  or  ''not  up"  in  either  grade 
or  staple.  If  the  cotton  has  been  sold  on  type,  the  board  receives 
the  type  samples.     If  the  cotton  is  in  New  Orleans,  the  board  receives 

•  Under  the  former  practice  In  New  Orleans  a  duplicate  record  of  the  information  on  the  sampler's  list 
was  made  in  the  yard  book,  which  in  addition  showed  the  point  in  the  warehouse  at  which  each  bale  was 
•tored.  The  sampler's  list,  together  with  the  tagged  samples,  was  turned  over  to  the  storer  and  the  mani- 
iMt  was  filed  with  ib»  records  of  the  warehouse. 
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an  order  to  resample  it;  but  if  it  has  been  delivered  to  the  mill,  the 
new  samples  are  sent  in  by  the  mill.  The  seller  will  usuallv  have  a 
representative  at  the  mill  to  see  that  the  samples  are  properly  taken. 

The  board  examines  the  samples  for  grade  or  staple  or  Doth,  as 
requested,  bale  by  bale,  to  see  if  they  come  up  to  the  type  if  sold  on 
type,  or  up  to  the  description  if  sold  on  description.  Any  bale  which 
is  equal  to  or  above  the  grade,  or  which  shows  staple  equal  to  or  bet- 
ter than  that  called  for  by  the  type  or  description,  is  marked  ''  pass/' 
If  any  bale  is  below  the  grade  or  staple  called  for  by  the  contract,  it 
is  marked  ''not  up." 

A  summary  report  is  made  by  the  board  showing  the  number  of 
bales  passed  and  the  number  not  up.  A  detailed  report  is  also  made 
showing  the  result  of  the  examination  bale  by  bale,  each  bale  being 
identified  by  lot  and  tag  number  to  give  the  parties  a  specific  decision 
on  each  bale  examined.  These  reports  are  signed  by  the  board  of 
classers  and  turned  over  to  the  secretary  of  the  exchange,  who  for- 
wards certified  copies  of  them  to  the  interested  parties. 

Cotton  which  has  been  found  not  up  to  the  contract  requirements 
may  be  rejected,  or  the  parties  may  agree  on  an  allowance,  or  they 
may  agi'ee  to  an  appraisal  of  the  value  by  the  exchange.  This  is 
made  by  two  members  of  the  appeal  committee  selected  by  lot,  and 
if  they  can  not  agree  a  third  member  of  the  committee  is  drawn  by 
lot  to  cast  the  deciding  vote.  No  allowance  is  made  for  delivery  of 
cotton  that  is  better  than  that  called  for  by  the  contract. 

If  either  party  is  not  satisfied  with  the  decision  of  the  board  of 
classers  in  an  arbitration  proceeding  he  may  have  the  matter  sub- 
mitted to  the  appeal  conmiittee,  three  of  whom,  excluding  interested 
parties,  are  chosen  by  lot  to  make  a  final  decision. 

Section  29.  Classification  of  cotton  tendered  on  fntnre  contract. 

The  cotton  futures  act  requires  that  all  cotton  tendered  on  future 
contract  at  either  future  market  be  classed  and  stapled  by  a  board 
of  three  examiners  appointed  bv  the  Department  ol  Agriculture  for 
that  market  and  known  as  the  United  States  Board  of  Cotton 
Examiners.  The  coursfe  of  procedure  is  for  the  tenderer  to  issue  an 
order  to  the  exchange  to  have  the  cotton  sampled.  This  order  is 
filed  with  the  inspector  in  chief  of  the  exchange  and  his  licensed 
samplers  secure  the  samples.  One  of  the  two  samples  turned  over 
to  the  Federal  board  is  treated  as  an  original  and  one  as  a  duplicate, 
the  cotton  is  classed  as  to  grade  and  staple  length,  and  the  result 
of  the  classification  spread  on  a  permanent  record  bale  by  bale  in 
numerical  order.  A  certificate  is  tnen  issued  showing  that  the  cotton 
is  tenderable  or  is  not  tenderable.  The  certificate  and  original  sample 
are  turned  over  to  the  party  asking  for  certification  and  tlie  duplicate 
sample  is  retained  by  the  board  as  their  guaranty  or  for  use  by  the 
receiver  if  he  asks  for  review  on  appeal. 

When  the  cotton  is  finally  disposed  of  the  certificate  is  surrendered 
to  the  board  of  classers  and  the  duplicate  sample  is  turned  over  to 
the  person  turning  in  the  certificate.  The  charge  for  classing  and 
certificating  in  the  middle  of  1 922  was  20  cents  per  bale,  but  it  has 
been  as  hign  as  50  cents  per  bale  when  the  volume  of  inspections  was 
small.  The  charge  for  sampling  is  made  by  the  exchange  according 
to  its  fixed  scale. 

The  members  of  the  Federal  board  of  examiners  at  New  York  are 
frequently  interchanged  with  members  of  the  board  for  New  Orleans 
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in  order  to  insure  that  both  boards  are  familiar  with  the  practice  at 
both  markets  and  that  both  are  working  along  the  same  lines. 
Section  30.  Arbitration. 

New  Orleans  marlcet— The  term  '*  arbitration "  at  New  Orleans  is 
used  to  cover  the  method  of  settling  disputes  in  at  least  three  difl'erent 
types  of  cases— those  based  on  questions  of  classification,  those  grow- 
ing out  of  other  questions  in  the  course  of  trading  m  cotton,  and  those 
arising  out  of  transactions  other  than  in  cotton  which  come  within 
the  scope  of  Article  II  of  the  constitution."  " 

Article  IX  of  the  by-laws  authorizes  the  board  of  directors  to 
appoint  a  "committee  or  committees  of  experts''  to  decide  questions 
of  classification.     Future  rule  8  provides  that  this— 

board  of  classers  shall  consist  of  from  three  to  seven  recognized  experts  (one  of 
whom  shall  be  designated  by  the  board  of  directors  as  the  chairman)  who  shall  be 
paid  saUnes  to  be  fixed  by  the  board  of  directors,  whose  services  shall  be  entirelv 
at  the  disposition  of  the  exchange  during  each  business  dav,  and  who  shall  not 
be  engaged  in  any  occupation  other  than  classing  cotton  for  the  CKchange  and 
the  performance  of  such  other  duties  as  may  be  required  of  them  under  the 
by-laws  or  by  the  direction  of  the  board  of  directors. 

Provision  is  made  under  future  rule  10  for  appeal  from  the  decisions 
of  the  board  of  classers,  and  the  board  of  directors  is  required  to 
"  appoint  annually,  in  the  month  of  December,  an  appeal  committee 
on  classification,  to  consist  of  seven  members  of  the  exchange  who 
shall  be  recognized  experts  in  the  classification  of  cotton."  Three 
members  of  this  committee  are  chosen  bv  lot  by  the  superintendent 
of  the  exchange  for  each  appeal  and  the  '^award  of  the  majority  shall 
be  final  and  binding." 

All  questions  of  classification  arising  under  contracts  for  future 
delivery  must  be  referred  to  the  United  States  Board  of  Cotton 
Examiners  and  its  decision  is  final,  except  that  it  may  be  required 
to  review  its  own  findings.  This  leaves  to  be  decided  by  the  ex- 
change board  of  classers  only  questions  of  the  classification  of  cotton 
offered  or  rejected  on  spot  contracts.  The  followmg  statement 
shows  for  the  years  1916  to  1922,  inclusive,  the  total  number  of  bales 
arbitrated  by  this  board  and  for  years  for  which  data  are  at  hand 
the  number  of  bales  appealed  from  the  board's  decision.'* 


Year  ending  Oct.  31— 


1016 
1917 
1918 
1919 


Bales  ar- 
bitrated 


18,757 
33,209 
62,785 
55,343 


Bales 
appealed 


0) 

4,831 
(•) 
2;  072 


Year  ending  Oct.  31 — 


1920 
1921 
1922 


Bales  ar- 
bitrated 


80,478 

102,221 

87,729 


Bales 
appealed 


5,843 
2,464 
9,664 


>  Number  of  bales  appealed  not  stated  in  the  exchange  report. 

The  arbitrations  on  classification  for  the  year  1921  were  the  largest 
in  number  of  bales  so  far  recorded  and  approximate  12 J  per  cent  of 
the  total  sales  to  which  this  arbitration  might  have  been  applied 
(Annual  report  of  New  Orleans  Exchange,  1921,  pp.  8  and  28.) 

Articles  IX  and  X  of  the  by-laws  provide,  respectively,  for  the 
appomtment  of  an  arbitration  committee  of  nine  members  to  hear 

*■  Artide  XIV  of  by-lawt. 

•  From  annual  reports  of  New  Orleans  Cotton  Exchange. 
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and  decide  claims  of  the  second  type,  and  an  appeal  committee  of 
seven  members  to  review  the  findings  in  such  cases  on  appeal.  Three 
of  the  nine  members  of  the  arbitration  committee,  chosen  by  lot, 
may  hear  and  determine  the  matter  at  issue,  but  either  party  may 
demand  a  hearing  before  the  whole  committee.  (Article  XIV  of  the 
by-laws.)  The  committee  on  appeals  sits  as  a  whole,  but  five  mem- 
bers constitute  a  quorum  to  review  and  decide  cases  brought  before 
it.  The  following  statement  shows  the  numoer  of  cases  brought 
before  the  committee  on  arbitration,  the  number  appealed,  and  the 
number  afl&rmed  for  the  years  1919-1922,  inclusive.*® 


Year  ending  Oct.  31— 


1919. 
1920. 
1921. 
1922. 


Cases 
brought 


17 
16 
15 
12 


Appealed 


Affirmed 


(0 


6 

7 


I  Number  a£Qrmed  not  stated  in  the  exchange  report. 

Of  the  appeal  cases,  only  two  in  1919  and  one  each  in  1920  and  1921 
involved  future  transactions. 

Authority  is  given  in  Article  XIV  of  the  by-laws  for  the  appoint- 
ment of  a  committee  or  committees  to  hear  and  decide  cases  of  the 
third  type,  i.  e.,  disputes  arising  out  of  transactions  other  than  in 
cotton.  In  the  years  for  which  the  commission  has  reports  on  file, 
1917  to  1922,  no  cases  have  been  submitted  to  these  committees  and 
they  have  therefore  rendered  no  decisions. 

New  Y(yrk  market. — Arbitration  is  invoked  in  the  same  three  types 
of  cases  in  New  York  as  in  New  Orleans,  but  the  committees  to  which 
the  decisions  are  intrusted  and  the  methods  of  producers  are  quite 

different. 

The  board  of  managers  is  authorized,  under  section  12  of  the  by- 
laws, to  appoint  a  classification  committee,  and  under  section  21  it  is 
provided  tnat  this  committee  ''shall  consist  of  the  Inspector  in  Chief 
and  of  not  more  than  six  other  recognized  experts,  who  shall  be  paid 
salaries  to  be  fixed  by  the  Board  of  Managers,"  and  that  **  their 
services  shall  be  entireljr  at  the  disposal  of  tne  Exchange,  and  they 
shall  be  under  the  supervision  of  the  Inspector  in  Chief,  subject  to  the 
Warehouse  and  Delivery  Committee.'' 

When  classification  is  requested,  it  is  made  "by  two  members  of 
the  Classification  Committee.  In  the  event  of  these  two  being  unable 
to  agree,  the  Inspector  in  Chief  shall  appoint  a  third  either  from  the 
remainder  of  the  Committee  or  from  such  persons  as  shall  be  desig- 
nated by  the  Warehouse  and  Delivery  Committee  for  the  purpose, 
and  a  majority  of  these  thiee  shall  decide  the  classification."  The 
committee,  ''on  request  of  the  party  submitting  cotton  for  classifica- 
tion, consider  the  staple  as  well  as  tne  grade." 

The  following  statement  shows  the  total  quantitv  of  cotton  ex- 
amined by  the  New  York  inspection  bureau,  the  domestic  cotton 
classed,  the  foreign  cotton  classed,  and  the  total  of  the  two  for  the 
years  ended  April  30,  1919  to  1922,  inclusive: " 

•  Annual  reports  of  New  Orleans  Cotton  Exchange. 
II  ^rxnx^aX  repoTts  o/  N«w  York  Cotton  Exchange. 
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Tear 


1917. 

1918. 
1919. 
1920. 
1921. 
1922. 


Total  in- 
spected 


Bales 
80,791 

110,935 
53.734 
70,668 

146.560 
96,732 


Do- 
mestic 
cotton 
classed 


BaUs 
21,997 
10,924 
23.253 
10, 517 
10,052 
6.305 


Foreign 
cotton 
classed 


Balet 

(») 

9,800 
5.993 
29,893 
4,606 
3,558 


Total 
classed 


Bales 
21,997 
20,724 
29,246 
40,410 
14,658 
9.863 


•  Not  Shown;  may  be  included  in  domestic. 


Arbitration  of  questions  other  than  of  classification  arisine  in  the 
course  of  trading  m  spot  cotton  is  provided  for  in  section  23  of  the 
by-laws,  and  the  appointment  of  an  arbitration  committee  is  author- 
ized m  section  12.     This  committee— 

shall  conaist  of  seven  members  of  the  Exchange,  from  whom  the  two  arbitrators 
chosen  by  disputing  members  shall  in  all  cases  choose  the  third,  in  the  mannS 
prescribed  by  these  By-laws.  It  shall  hear  and  decide  such  matters  as  may  b^ 
referred  to  it  under  these  By-laws  and  Rules.  "^ 

Section  71  of  the  by-laws  states  the  questions  that  may  be  arbi- 
trated and  the  method  to  be  followed  to  obtain  arbitration  Sec- 
tion 73  provides  that —  * 

Each  member  of  the  Exchange  included  in  such  arbitration  shall,  within  three 
days  after  the  service  of  said  notice  upon  him,  nominate  to  the  Wterv  o^ 
member  of  the  Exchange  to  act  as  arbitrator.  If  any  member  or  memberTslml! 
fail  or  omit  so  to  nominate,  the  president  of  the  Exchange  shall,  on  behalf  of  slid 
member  or  members,  nominate  one  member  to  act  as  arbitrator.  If  there  b^ 
more  than  two  parties  to  said  claim,  dispute,  difference,  or  controversv,  and  more 
than  two  arbitrators  nominated,  the  Secretary  shall  draw  by  lot,  from  the  Xl^ 
number  so  nominated,  the  names  of  two  members  to  act  as  arbitrators  and  shRH 
at  once  notify  them  of  their  appointment.  The  two  arbitrXf  so  'appoint^ 
shall   within  24  hours  thereafter,  select  a  third  from  the  Arbitration  Comm  tt^ 

sucVIelect^n^Sy'^rot.  "^""'^  ^""^  """""^'  °^  "^^^  Committee,  they  shaU  m^e 

Any  member  of  the  exchange  affected  by  a  decision  or  award  of 
arbitrators  may  appeal  from  it  to  the  board  of  appeals.  (Sec  77 
of  by-laws.)  This  board,  authorized  under  section  12  of  the  bv-laws 
consists  of  seven  members  of  the  excliange,"  and  hears  and  determined 
finally  all  matters  referred  to  it  under  the  by-laws  and  rules  The 
vote  of  at  least  a  majority  of  the  whole  board  is  necessary  to'  deter- 
mine a  case.     (Sec.  24  of  the  by-laws.) 

Under  (h)  of  rule  3,  disputes  '^involving  questions  of  the  time  and 
price  at  which  contracts  for  the  future  delivery  of  cotton  wore  made 
or  of  the  market  price  properly  obtaining  at  the  time  such  contracts 
were  made,  or  of  the  recordm^  of  transactions  in  the  record  of  trans- 
actions shall  be  referred  to  the  committee  on  contracts  for  future 
delivery  of  cotton."  This  committee  consists  of  five  members 
of  the  exchange,  one  of  whom  retires  each  month,  and  its  decisions 
are  ilnal. 

•  Section  5  of  the  charter  provides  that — 

The  Board  of  Managers  shall  annually  elect,  by  ballot,  five  members  of  thp 
fnT^tv/^^Vir^Jn  !^^J^-  "?^  be  members  of  the  Bokrd,  as  a  Commit?S^toTe  kno^^ 
RnlrH^nftf*^®  Adjudication  Committee  of  the  New  York  Cotton  Exchange  T^ 
Board  of  Managers  may  at  any  time  fill  any  vacancy  or  vacancies  that  mav  occu? 

itZn  K^";i"'lJ*f  ^T*^Y"."]^^".^^^  ^^  *^«  t^^'^  i^^hich  the  s^e  shaU  haS^en 
It  shall  be  the  duty  of  said  Adjudication  Committee  to  hear  and  decide  a^y^con: 
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troversy  which  may  arise  between  the  members  of  the  said  Association,  or  any 
person  claiming  bv,  through,  or  under  them,  and  as  may  be  voluntarily  submitted 
to  said  Committee  for  arbitration;  and  such  members  and  persons  may,  by  an 
instrument  in  writing,  signed  by  them  and  attested  by  a  subscribing  witness,  agree 
to  submit  to  the  decision  of  such  Committee  any  such  controversey  which  may 
be  the  subject  of  an  action  at  law  or  in  equity,  except  claims  or  title  to  real  estate 
or  to  any  interest  therein,  and  that  a  judgment  of  the  Supreme  Court  shall  be 
rendered  upon  the  award  made  pursuant  to  such  submission. 

A  majority  of  the  committee  constitutes  a  quorum  for  the  purpose 
of  conducting  a  hearing  and  a  majority  of  members  present  at  the 
hearing  may  decide  the  case  and  make  the  award.  (Sec.  7  of  charter.) 
Decisions  of  this  committee  are  apparently  final  except  that  if  the 
submission  and  award  are  filed  for  record  in  the  office  of  the  clerk  of 
Supreme  Court  of  the  City  and  County  of  New  York,  judgments 
entered  in  conformity  with  such  awards  may  be  appealed  from  for 
fraud,  collusion,  or  corruption  of  the  adjudication  committee.  (Sec. 
7  of  the  charter.) 


Chapter  III 

COMPETITIVE  CONDITIONS 

Section  1.  Introductory. 

Careful  attention  was  given  to  the  subject  of  competitive  conditions 
surrounding  the  marketing  of  cotton.  Agents  of  the  commission 
visited  many  of  the  more  important  cotton  markets  in  the  South 
mcluding  all  of  those  which  are  officially  designated  as  spot  cotton 
inarkets  by  the  United  States  Department  of  Agriculture.  Besides 
these  larger  markets,  agents  also  visited  many  of  the  smaller  or  local 
country  markets  which  are  scattered  throughout  the  entire  Cotton 
Belt,  and  also  numerous  so-called  concentration  points. 

In  a  number  of  the  large  spot  cotton  markets,  such  as  New  Orleans 
Dallas,  Houston,  Galveston,  Memphis,  and  others,  there  are  cotton 
exchanges.  The  membership  is  usually  of  two  classes— first,  those 
persons  who  are  actively  engaged  in  the  handling  or  merchandising 
of  cotton  and  commonly  referred  to  as  ''cotton  merchants,''  or 
buyera  and  shippers"  (export  and  domestic);  and,  second,  those 
whose  business  interests  are  more  or  less  closely  related  to  the  cotton 
ta-ade,  such  as  cotton  forwarding  agents  or  freight  brokers,  local 
bankers,  spinners'  agents,  cotton  warehousemen,  etc.  Only  one  of 
these  large  spot  markets,  namely.  New  Orleans,  directly  transacts 
business  m  cotton  futures,  although  various  futures  brokers  have 
memberships  in  some  of  the  other  exchanges.  The  various  exchanges 
have  rules  and  by-laws  which  purport  to  establish  just  and  equitable 
principles  of  trade  and  to  promote  generally  the  best  interests  of  the 
members. 

In  addition  to  these  exchanges  there  are  a  number  of  associations 
of  cotton  merchants  and  others  organized  to  promote  the  interests 
of  the  special  classes  within  each  group.  Probably  the  most  impor- 
tant of  these  organizations  is  the  Texas  Cotton  Association  with 
about  200  members. 

In  most  of  the  cotton-growing  States  there  are  organizations  of 
producers,  formed  for  the  purpose  of  marketing  the  cotton  grown  by 
their  members.  Many  of  these  cooperative  organizations  are  fede- 
rated into  what  is  known  as  the  American  Cotton  Growers'  Exchange. 

Including  local  dealers  there  are  several  thousand  concerns  (corpo- 
rations, partnerships,  and  individuals)  engaged  in  buying  and  seUiiig 
cotton,  only  some  of  which  could  be  visited  by  t£e  commission's 
agents.  It  is  believed,  however,  that  the  places,  firms,  and  indi- 
viduals visited  were  in  every  respect  representative.  The  field  work 
was  so  conducted  that  the  Cotton  Belt  was  visited  at  a  time  when 
cotton  was  being  marketed  by  the  growers,  thus  affording  agents  of 
the  commission  an  opportunity  of  making  observations  of  actual 
practices  wjth  which  to  substantiate  or  to  supplement  their  interviews. 

In  addition  to  interviews  with  those  who  buy,  sell,  and  handle 
cotton,  many  growers  were  called  upon,  as  were  representatives  of 
most  of  the  growers'  cooperative  associations.  Bankers  were  also 
asked  to  express  their  views  on  many  points  with  which  it  was  be- 
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lieved  they  would  be  famUiar.  Nor  was  the  work  of  the  commis- 
sion's agents  confined  merely  to  interviews.  The  correspondence 
files  of  a  number  of  cotton  merchants  at  the  designated  markets  and 
elsewhere  were  examined.  The  records  and  data  of  several  associa- 
tions and  of  some  of  the  cotton  exchanges  also  were  carefully  studied, 
as  were  their  correspondence  files.  . 

It  is  to  be  expected,  of  course,  that  in  an  industry  or  business  so 
large  and  covering  so  wide  a  territory  as  does  the  cotton  business,  it 
would  be  difficult  to  make  specific  statements  regarding  practices  and 
conditions  applicable  to  the  entire  cotton  belt  and  to  aU  cotton  farms. 

Section  2.  Competition  in  country  buying. 

Iniroductory.— Every  effort  was  made  to  ascertain  competitive  con- 
ditions in  the  buying  of  cotton  at  country  points.  In  this  work 
every  class  interested  in  or  connected  with  the  buying  of  cotton  in 
the  local  markets,  growers  included,  was  interviewed.  The  fales  of 
a  number  of  merchants  were  also  examined.  ,.,-         . 

Assertions  were  frequently  made  to  the  effect  that  competition  at 
country  points  was  restricted  in  one  way  or  another.  In  every  case 
an  informant  making  any  charge  of  lack  of  competition  was  asked  for 
evidence  thereof  or  assistance  in  obtaining  such  evidence,  but  none 
of  these  was  able  to  supply  any  tangible  proofs^  From  the  nature  of 
the  case,  however,  it  would  generally  be  difficult  to  furnish  such 

^^In  ^several  instances  inquiry  developed  that  the  situation  com- 
plained of  no  longer  obtained,  as,  for  example,  m  the  case  of  the  fol- 
lowing statement  made  to  an  agent  of  the  commission  respecting  a 
cotton  market  in  Texas: 

The  scalpers  had  an  understanding  that  the  fellow  who  first  sampled  the  cotton 
was  to  have  it,  and  other  scalpers  would  not  make  oflfers  on  it  bo  that  the  pro- 
ducer  usually  had  to  take  whatever  he  could  get  out  of  it  from  the  scalper  who 
saw  it  first    *     *     *.     This  condition  has  been  largely  overcome  now. 

The  following  is  also  typical  of  the  statements  sometimes  made  to 
the  commission's  agents.  A  representative  of  an  eastern  cooperative 
association  said  that  certain  territory  was  considered  as  more  or  less 
belonging  to  a  particular  firm,  and  that  this  firm  had  done  business 
in  this  territory  for  so  many  years  that,  to  quote  from  the  interview, 
*'he  had  the  trade  *  sewed  up'  and  was  ready  to  fight  if  outsiders  came 
in"  Later  investigation  showed,  however,  that  there  was  keen 
competition  in  this  territory.  A  factor  in  one  of  the  AUantic  btates 
said: 

In  buying  cotton  in  the  country,  however,  there  is  not  the  free  competition 
f hi?  should  orevail  *  *  *  They  agree  to  prices  and  the  division  of  receipts, 
l^d  in  iSinfcase  ■  these  agreement"^  are  ver/effective.  If  one  buyer  wants  a 
particuCgrade  of  cotton  on  a  certain  day,  the  other  buyers  will  "lay  off  that 
grade. 

This  factor  was  asked  to  give  all  information  possible  in  connection 
with  these  charges,  but  he  could  not  furnish  anything  more  specific. 

Agents  of  the  commission,  who  visited  a  great  many  small  country 
markets  throughout  the  Cotton  Belt  durmg  the  fall  of  1923,  and 
who  interviewed  growers,  country  buyers  of  all  kinds,  pinners, 
bankers,  and  representatives  of  cooperative  associations,  obtained  no 
tangible,  concrete  evidence  of  restraints  of  competition  of  any  form. 
It  appears  that  there  is  a  great  deal  of  compeUUon  m  the  buymg  of 


77 


cotton  at  countay  pomts  throughout  the  larger  part  of  the  Cotton 
Belt.  Examination  of  the  correspondence  files  of  a  number  of  cotton 
merchants  failed  to  reveal  a  single  instance  of  any  restriction  upon 
competition  in  buying  cotton.  The  files  were  replete  with  letters 
from  country  representatives  of  the  firms  in  question  in  which  per- 
mission was  asked  to  increase  their  buying  limits,  or  prices,  because 
of  higher  bids  offered  by  competitors.  At  times  the  reason  given  for 
desiring  to  mcrease  limits  was  to  secure  a  ''fair  share''  of  the  cotton 
coming  on  the  market. 

There  are  several  reasons  for  the  keen  competition  that  seems  to 
be  characteristic  of  the  cotton  business.  One  of  these  reasons,  and 
the  most  important  one,  is  the  decline  in  the  size  of  the  crop  in  recent 
years.  This  decrease  and  "the  increase  in  the  number  of  mills  in 
the  South,  particularly  in  Georgia  and  the  Carolinas,  has  been 
responsible  in  large  measure  for  an  increase  in  competition  at  country 
points.  Factors  give  as  one  of  the  reasons  for  the  decline  in  their 
business  the  increase  in  the  number  of  buyers  at  country  markets 
due  to  the  causes  stated  above.  Eastern  cotton  firms  now  find  it 
necessary  to  send  buyers  as  far  West  as  Texas  and  Oklahoma  in 
order  to  secure  an  adequate  supply  of  cotton.  This  increase  in 
buyers  at  country  points  does  not  apply  to  all  sections.  The 
decrease  in  size  of  the  crop  has  caused  buyers  to  leave  some  locali- 
ties. On  the  whole,  however,  it  is  believed  the  total  number  has 
increased.  It  is  certain  that  competition  for  the  growers'  cotton 
has  been  greater  in  recent  years  than  it  formerly  was. 

Another  important  cause  of  competition  at  country  points  is 
buying  by  country  storekeepers  who  have  taken  over  from  factors 
a  large  part  of  the  financmg  of  growers.  A  merchant  in  one  of  the 
Atlantic  States  said: 

The  hardest  competition  is  from  the  country  merchants.  ♦  ♦  *  In  nine 
cases  out  of  ten  the  country  merchant  pays  at  least  one-fourth  cent  more  than 
the  cotton  is  actually  worth  at  the  time  he  buys  it.  He  is  forced  to  do  so  in 
order  to  get  his  money  from  the  farmer  who  has  lived  on  credit  suppHed  by  him 
fOr  the  past  year. 

The  above  quotation  is  typical.  However,  the  higher  price  paid 
the  farmer  for  his  cotton  has  not  infreauently  been  offset  by  the 
higher  prices  which  the  merchant  has  charged  the  farmer  for  his 
supphes.     (See  CTiap.  II,  p.  25.) 

It  appears  that  sometimes  cotton  purchased  from  the  growers  is 
bought  at  prices  which  at  the  time  of  the  transaction  would  show 
a  loss  to  the  buyer.  This  is  true  of  not  only  the  country  merchants 
but  also  at  times  of  many  scalpers  and  independent  buyers.  These 
latter  apparently  buy  cotton  at  top  prices  in  tne  hope  that  an  increase 
in  prices  will  soon  follow.  A  street  buyer  in  a  Texas  town  said,  in 
speaking  of  conditions  in  his  locality: 

Most  of  the  buyers  are  scalpers;  that  is,  they  are  buying  for  their  own  account 
and  then  selling  out  to  dealers.  ♦  ♦  *  They  commonly  pay  more  than  the 
market  warrants  *  *  *.  They  are  expecting  to  make  by  a  slight  advance 
In  the  market.     Many  times  they  do,  but  sometimes  they  lose. 

Another  factor  in  country  competition  is  the  cooperative  marketing 
association.  These  associations  do  not  compete  for  cotton  in  the 
sense  of  bidding  against  other  buyers.  (See  Chap.  II  for  methods  of 
cooperatives.)  The  weight  of  the  evidence  is  that  on  the  whole 
conditions  at  country  markets  are  better  because  of  the  existence  of 
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these  associations.  It  is  said  that  one  of  the  benefits  from  the 
existence  of  the  cooperatives  is  that  OTowers  have  learned  more  about 
grades;  as  one  cotton  buyer  in  North  Carolina  put  it,  "so  much  so, 
that  now  and  then  a  fellow  kicks  on  the  grade  offered/'  The  coopera- 
tives are  now  handling  a  very  large  quantity  of  cotton,^  and  furnish 
to  the  grower  a  powertul  safeguard  against  lack  of  competition. 

Competition  between  towns. — There  are  some  towns  and  villages  in 
the  Cotton  Belt  where  there  is  but  one  buyer.  It  is  not  known, 
of  course,  how  many  such  places  there  are,  but  it  is  believed  that 
they  are  comparatively  few.  One  of  the  chief  reasons  for  this 
occasional  scarcity  of  buyers  is  the  lack  of  cotton  in  that  vicinity. 

It  does  not  appear  that  in  every  instance  growers  in  the  vicinitv 
of  towns  with  but  one  buyer  are  completely  at  the  mercy  of  such 
buyer.  Competition  from  near-by  towns  seems  to  prevent,  in  some 
instances  at  least,  the  only  buyer  at  a  point  from  getting  cotton  too 
cheaply.  Thus,  it  is  claimed  that  at  one  point  in  Louisiana  condi- 
tions have  grown  so  bad  and  producers  so  outspoken  in  their  criti- 
cism of  the  local  buyer's  methods  that  this  town  is  practically 
Eassed  by  as  a  market,  the  producers  formerly  selling  at  this  point 
auling  to  a  town  7  miles  away  where  there  are  several  buyers. 
It  is  afieged  that  the  buyers  at  this  latter  point  were  offering  2  cents 
per  pound  more  for  cotton  than  was  the  only  buyer  at  the  other  town. 
Mill  competition. — The  increase  in  the  number  of  mills  in  the  South 
has  had  a  decided  effect  upon  competition  in  buying  cotton  in  the 
country  in  many  localities.  A  buyer  in  a  North  Carolma  town  stated 
that  ''the  mills  have  some  effect  on  the  market  and  can  afford  to 
pay  about  one-half  cent  more  for  cotton  than  the  outside  buyer,  as 
they  have  no  freight  to  pay."  A  merchant  at  Charlotte,  N.  C,  on 
the  other  hand,  said:  ''The  mills  have  not  had  any  snap  in  buying 
direct  from  the  growers,  because  there  were  too  many  mdependent 
buyers  wanting  cotton." 

Section  3.  Selling  cotton. 

Much  of  what  has  been  said  in  the  preceding  section  regarding 
competition  in  the  buying  of  cotton  at  country  points  is  equally 
true  of  selling  cotton. 

Very  careful  inquiry  was  made  into  the  status  of  competition  in 
selling  cotton.  It  was  the  consensus  of  opinion  in  the  trade  that 
this  competition  was  exceptionally  keen  and  fair  and  this  is  quite 
generally  borne  out  by  the  investigations  made. 

According  to  some  few  informants  there  have  been  occasions 
where  groups  of  merchants  have  gotten  together  for  the  purpose  of 
restraining  competition. 

Section  4.  Concentration  of  cotton  merchandising. 

Since  the  publication  of  the  data  on  concentration  of  cotton  mer- 
chandising in  the  commission's  preliminary  report  on  the  cotton 
trade  (pp.  2-3),  additional  sales  data  for  the  same  vears  (1919-20 
to  1921-22)  have  been  received,  and  these,  including  the  earlier  data, 
are  presented  in  the  table  below,  the  concerns  represented  being 
grouped  according  to  the  volume  of  the  business  done.*    Thus,  if  a 

»  At  the  commission's  cotton  conference  C,  B.  Howard,  sales  manager  of  the  American  Cotton  Growers 
Exchange  (Inc.)  stated  that  the  12  State  Cooperative  Associations  wbicb  1m  represents  would  handle 
approximately  10  per  cent  of  the  1923-24  crop. 

>  Bales  sold. 


Dierchandismg  concern  sold  over  100,000  bales  of  cotton  in  any  one 
of  the  three  vears  for  which  data  were  secured,  it  is  included  in  that 
group  for  all  three  years.  A  second  group  is  made  up  of  concerns 
reporting  sales  of  25,000  bales  or  more  in  any  one  year  and  includes 
therefore,  the  concerns  of  the  first  group.  The  third  group,  repre- 
senting the  largest  number  of  concerns,  is  made  up  of  those  having 
sales  of  less  than  25,000  bales. 

From  the  table  it  appears  that  in  each  of  the  three  years  24  con- 
cerns included  in  the  group  reporting  sales  of  100,000  bales  or  more 
m  any  one  year  handled  a  very  important  part  of  the  cotton  crop  in 
each  of  the  vears  indicated.  In  1919-20  this  group  reported  sales 
of  4,676,647  bales  of  cotton,  equivalent  to  41  per  cent  of  the  crop  of 
that  year.  In  1920-21  the  sales  of  the  24  concerns  in  this  group 
were  4,556,408  bales,  or  the  equivalent  of  34  per  cent  of  the  crop  of 
13,270,970  bales.  The  1921-22  sales  of  the  24-company  group  were 
equivalent  to  60  per  cent  of  the  cotton  crop  for  that  year  the  sales 
bemg  4,775,830,  and  the  crop  but  7,977,778  bales.  ' 

Two  of  the  concerns  included  in  the  24-company  group  reported 
sales  totaling  about   1,500,000  bales  for  each  of  the  three  vears 
1919-20,  1920-21,  and  1921-22.     These  sales  ranged  from  about  10 
per  cent  of  the  American  cotton  crop  to  nearly  20  per  cent  in  the 
years  specified. 

In  the  above  discussion  the  carry-over  from  year  to  year  has  not 
been  considered. 

Table  U.— Concentration  of  cotton  merchandising  as  shown  by  quantity  of  sales  of 
dealers  reporting,  in  comparison  wUh  total  United  States  production  1919-20 
to  1921-22  * 


• 

Aug.  1, 191 Q- July  31, 
1920 

Aug.  1,  1920-July  31, 
1921 

Aug.  1,  1921-JuIy  31, 
1922 

Bam 

Num- 
ber of 
con- 
cerns 

re- 
port- 
ing 

Number 
of  bales 
(sales)  > 

Per 

cent 
sales 
to 
pro- 
duc- 
Uon 

Num- 
ber of 
con- 
cerns 

re- 
port- 
ing 

Number 
of  bales 
(sales)  1 

Per 
cent 
sales 
to 
pro- 
duc- 
Uon 

Num- 
ber of 
con- 
cerns 

re- 
port- 
ing 

24 

Number 
of  bales 
(sales)  1 

Per 
cent 

sales 
to 

pro- 
duc- 
tion 

Concerns  reporting  sales  of 
100,000  bales  or  more  » 

34 

4,678,847 

4L8 

24 

4, 556, 408 

34.3 

4.775,830 

59.9 

Concerns  reporting  sales  of 
25,000  bales  or  more  * 

Concerns  reporting  sales  of 
less  than  25,000  bales  * 

89 
175 

7,040,015 
1, 178, 660 

62  2 
10.4 

94 
197 

• 

6, 820. 018 
1, 133, 279 

61.4 

8.5 

98 
217 

7, 249, 446 
1, 287, 771 

9a9 
16.1 

AH  concerns  reporting 
sales 

264 

8, 218, 875 
11. 325. 632 

72.6 

291 

7,953,297 
13, 270, 970 

59.9 

315 

Total  United  States  produc- 
tion » 

*  8, 537, 217 
« 7, 977, 778 

UOT.O 

1 

«.  H.^P  *^"°?  °( f*i®*  *^  involved  in  the.se  figures.  In  1920-21  sales  of  the  first  group  to  dcAlers  however 
constituted  only  116  per  cent  of  its  total  sales,  and  of  the  second  group  only  14.8^r  t«nt  ontftotaSes' 
^  he  case  of  the  third  group  40.1  per  cent  of  its  total  sales  were  mSde  tb  defers.  On  the  whole  such  d^nul 
cation  would  not  .seem  to  lessen  the  degree  of  concentration  shown  ^ 

J  Concerns  reporting  sales  of  100,000  bales  or  more  are  the  same  throughout  the  three  years 
»  Concerns  in  this  group  vary  somewhat  in  identity  from  one  year  to  another 
.,«..i     i?^P^^"  inconsistency  of  sales  and  production  figures  may  be  explained  largely  by  the  fact  that  an 
unusually  large  carry-over  at  the  beginning  of  this  year  was  redu^  during  the  ySJ  by  more  than^  iS 

'  Bureau  of  the  Census  publication  Cotton  Production  in  the  United  States.  Croo  of  1921  n  1  The 
flgurea  are  running  bales,  counting  round  as  half  bales.  The  figures  in  mSe  SL  are  ii^i  mlK 
UMm  comparable  with  the  sales  figures,  which  presumably  are  SsoUi  r  iSSi  baST  ^  "^  '^  °^« 
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Smce  the  data  above  referred  to  were  obtained,  and  in  the  course 
of  the  commission  s  further  mquiry  into  conditions  surrounding  the 
merchandising  of  cotton,  the  views  of  a  large  number  of  cotton 
merchaiits  have  been  obtained  with  regard  U>  this  noteworthy 
conceiitration  m  the  spot  cotton  business.  Trade  opinions  show 
considerable  diversity,  a  number  of  merchants  taking  the  position 
that  concentration  as  shown  in  the  above  table  is  undesirable,  while 
others  see  no  danger  m  the  situation.  In  the  pages  immediately 
followmg  an  attempt  has  been  made  to  present  the  views  of  the 
trade  regarding  concentration  in  the  merchandising  of  spot  cotton 

Iradeopinwn  adverse  to  this  concentration.~li  is  the  contention  of 
a  considerable  number  of  cotton  merchants  that  this  tendency 
toward  concentration  has  developed  rapidly  in  the  last  few  years 
A  southern  cotton  merchant  gave  it  as  his  opinion  that  during  the 
last  two  years  (1921-22  and  1922-23)  40  per  cent  of  thHotton 
business  m  the  United  States  has  been  handled  by  only  four  concerns 

^^'nH^'^A^'^'^"^""'  ^^^S^^"  proportion  o/ the"^ total  buless 
handled  by  these  concerns  is  largely  dependent  upon  the  size  of  the 
crop,  their  percentage  of  the  total  busmess  being  larger  when  crops 
are  small,  as  they  have  been  during  the  last  two  yearl  ^ 

A  cotton  merchant  and  exporter  at  New  Orleans  made  the  fol- 
lowmg  comment:  «   wi«  lui 

It  is  acknowledged  that  concentration  in  cotton  sales  is  increasinir  unH  v«.. 
[the  commission]  should  try  to  correct  it.  If  it  gets  toihe  p^Lt  thSt  t^ere^are 
only  one  or  two  parties  operating  in  a  market  they  are  able  to  get  the  price  thev 
want  and  are  likewise  able  to  fix  the  price  they  will  pay.  InThe  New  Orleans 
market  at  present  concentration  has  not  reached  the  point  to  cause  any  tVouble 

finS^if®"*''?*'''"  ^^^  increased  much  more  since  the  war  began.     More  small 
firms  have  disappeared  and  the  big  companies  keep  getting  stronger. 

Many  cotton  men  stated  that  this  concentration  is  generally  con- 
ceded; that  this  has  affected  the  general  cotton  trade  adversely-  and 
that  opportunities  are  thus  present  for  these  large  operators  to  control 
prices  and  influence  the  futures  market.     One  southern  cotton  man 
m  this  connection,  made  the  following  statement: 

Suppose  a  large  operator  has  a  large  stock  of  spot  cotton,  and  he  is  also  shnrf 
a  large  amount  of  contracts  for  the  current  month.  Certain  grades  In  hS  larJe 
stock  of  cotton  are  not  marketable,  there  being  no  demand  forsuch  autS 
He  will  tender  such  cotton  that  is  not  in  demand,  and  it  soon  bl^omrknown 
that  he  IS  tendermg  such  qualities,  and  those  who  ^e  long  of  the^?^^t  moi^S 
will  endeavor  to  get  out,  and  can  do  so  only  at  a  price  larKelv  iniluenplrf  h^iiZ 
large  operator  who  has  the  other  end  of  the  contract  ^  "i^ueflced  by  the 

Another  cotton  man  stated  that  he  beUeved  the  futures  operations 
of  the  large  spot  houses  were  directly  responsible  for  the  troubles  in 
sUtem^r  "^^  ^^''  ^^^  ^^"^^  another  cotton  man  made  the  following 

«f  Jn?L?°'-^  u"^  ^^^^^  ?°  *  tremendous  business  and,  because  they  are  verv 
ter'^e^r^f^ioHs'^^^^^^^  ^^  ^^^  ^i*"-  marketVh^lnrvS 

wifI'tr/1f^7^^.'^^''^''J''''^'''°  ^^^^  ^^  frequently  expressed 
was  to  the  effect  that  a  few  large  cotton  firms  had  reached  this  posi- 
tion  very  largely  because  of  their  operations  in  the  futures  market 
In  fact   a  number  of  cotton  men,  when  asked  to  express  their  ideas 
with  reference  to  the  tendency  or  lack  of  tendency  toward  concentra- 
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Uon  of  the  business,  would  almost  immediately  launch  into  severe 
criticisms  of  the  futures  operations  of  the  three  or  four  largest  spot 
merchants.  Thus,  statements  such  as  the  following  were  frequently 
maoe : 

1  ?^^^  ^^  ^^®.  8^^"®^  *^eir  prominence  chiefly  from  their  abiUty  to  manipu- 
re  ularit  futures  market,  which  they  do  with  great  frequency  and 

Another  cotton  man  said  that  he  believed  that  these  firms  manipu- 
latei  the  futures  market,  and  that,  while  this  is  harmful  to  the  small 
traders,  it  is  perfectly  natural  that  they  should  do  so.  He  believed 
however,  that  some  of  this  ''manipulation"  is  legitimate,  because  the 
spot  operations  of  these  concerns  are  so  large  that  their  hedges  have  a 
great  effect  upon  the  market.     And  he  added: 

This  gives  these  firms  a  big  advantage;  the  small  trader  can  not  hedge  now  with 
safety  This  is  not  entirely  due  to  manipulation,  however,  but  to  the  fact  that 
the  futures  market  is  not  performing  properly. 

Another  cotton  merchant  made  the  following  comment: 

I  do  not  believe  that  the  volume  of  business  transacted  by  any  one  firm  or 
any  number  of  firms,  could  possibly  be  in  restraint  of  trade,  if  the  manipulation 
of  the  future  market  could  be  eliminated.  As  it  now  exists,  I  believe  that  the 
transactions  of  a  few  firms  are  very  much  in  restraint  of  trade.  It  is  the  volume 
of  traaing,  ma  way,  by  making  sales  on  one  month.  I  think  that  I  understand 
i^nJiiv',  *  or  instance,  suppose  that  X  and  Y«  have  a  stock  of  lOO.OOO'or 
200,000  bales  to  dispose  of.  I  know  that  this  is  one  of  Y's  old  tricks.  He  sells 
that  cotton,  based  on  a  certain  month.  He  hedges  this  cotton  in  another  month. 
He  proceeds  to  buy  the  month  on  which  his  sales  are  based  and  to  depress  the 
month  in  which  he  has  placed  his  hedges.  He  catches  me  down  here,  and  all  the 
'f 'V^  ^^u^'?^^  P"^  ?'i^  ^*i^  ^^  ^^^^Ses.  Say  they  wanted  to  put  their  hedges 
^U^'P^  ^*Jf  '"".^^Iv  ^^®y  ^^"^^  «ell  200,000  Mays,  and  having  sold 
100,000  more  Mays  than  they  had  actual  spot  cotton  enables  them  to  commence 
buying  the  other  month  that  their  sales  were  based  on.  In  other  words  thev 
would  put  May  down  and  July  up,  constantly  selling  May,  and  constantly  buying 

Trade  opinion  that  concentration  is  unobjectionable. — ^As  was  found 
to  be  the  case  with  almost  every  important  problem  presented  during 
the  inquiry,  the  trade  is  divided  in  its  views.  While  it  may  appear 
f roin  wliat  has  already  been  said  upon  the  question  of  concentration 
m  the  merchandismg  of  cotton,  that  there  is  a  tendency  in  that 
direction,  nevertheless  there  are  many  cotton  merchants  who  hold 
the  contrary  to  be  true.  Among  those  who  were  willing  to  concede 
that  the  tendency  may  be  toward  concentration  many  were  found 
who  do  not  see  any  real  danger  in  this  situation. 

The  president  of  one  of  the  State  cooperative  associations  made  the 
followmg  statement: 

T^re  is  no  danger  in  the  growth  of  the  large  concerns.  Their  success  is  due 
to  etticient  methods  rather  than  to  any  combinations,  agreements,  divisions  of 
territory,  etc.  To  hamper  them  would  be  to  penalize  ecohomy  in  the  interest  of 
more  wasteful  smaller  concerns. 

A  prominent  cotton  man  at  New  Orleans,  in  answer  to  a  question 
as  to  whether  or  not  he  thought  any  group  of  spot  merchants  were 
important  enough  to  dominate  the  spot-cotton  business,  said: 

I  would  say  no.  In  small-crop  years  we  always  have  rumors  of,  or  rather  we 
have  reports  that,  certain  spot  interests  are  dominating  the  market,  but  that  is 


•  Letters  are  tued  by  the  oommlssion  Instead  of  names  referred  to  by  the  merchant  in  tim  UlustraUon. 
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the  natural  result  of  a  small  crop — limited  supply— because  the  large  spot  mer- 
chants, by  reason  of  their  very  heavy  operations,  make  a  great  splash,  you  might 
say,  in  small-supply  years. 

Another  New  Orleans  cotton  merchant  said : 

The  handling  of  spot  cotton  throughout  the  United  States  is  very  greatly 
distributed  among  many  thousands  of  small  buyers  and  shippers.  There  are  a 
few  large  firms  that  handle  large  volumes  of  cotton,  but  to  a  great  extent  I 
believe  this  is  due  to  the  highlv  efficient  selling  agencies  which  they  maintain, 
located  throughout  Europe  and  the  United  States,  and  which  are  always  pre- 
pared, particularly  in  Europe,  to  sell  cotton  on  any  terms  within  reason  that  the 
mills  may  require. 

A  cotton  merchant  of  Norfolk,  Va.,  who  handles  a  large  amount 

of  spot  cotton,  said : 

If  thev  [the  larger  firms]  are  smart  enough  and  so  efficient  as  to  obtain  the 
bulk  of  the  business,  then  they  are  entitled  to  it  if  they  do  it  fairly,  as  the  firms 
mentioned  have  done. 

Several  cotton  men  took  the  position  that  it  is  of  distinct  economic 
advantage  to  the  trade  as  a  whole  to  have  a  few  outstanding  firms  in 
the  business.  It  was  stated  by  one  merchant  that  the  large  dealers 
are  an  advantage  to  the  trade  and  to  the  grower,  furnishing  a  market 
for  1,000  bales  at  any  time,  while  otherwise  it  might  be  difficult 
sometimes  to  find  a  buyer  for  even  100  bales. 

Another  merchaD  t  said : 

Regarding  the  outstanding,  large  spot-cotton  dealers  of  the  United  States, 
they  are  really  of  advantage  to  the  trade.  When  he  had  sometimes  tried  in  vain 
to  place  a  lot  of  his  spot  cotton  to  advantage  with  buyers  or  mills,  he  had  turned 
to  these  large  houses  and  made  good  sales  immediately.  They  wefe  always  in 
the  market  to  buy  spot  cotton,  while  this  could  not  be  said  of  the  mills. 

A  Mississippi  buyer  took  this  same  position : 

The  large  spot  dealers  are  an  advantage  to  the  growers  and  small  dealers. 
They  never  work  together,  but  are  competitors  in  every  instance.  They  have  so 
much  red  tape  and  their  overhead  expenses  are  so  high  that  the  small  dealer 
can  "run  rings  around  them." 

Statements  were  frequently  made  to  the  effect  that  one  of  the 
largest  cotton  merchants  at  times  appeared  to  make  it  a  practice  to 
offer  cotton  for  export  and  for  domestic  consumption  at  prices  so 
low  as  to  defy  all  competition.  Coupled  with  such  statements  asser- 
tions were  frequently  made  to  the  effect  that,  because  of  his  large 
operations  in  the  futures  market,  this  large  merchant  was  habitually 
able  to  undersell  his  competitors.  Investigation  developed,  however, 
that  this  was  not  always  the  case,  for  the  files  of  the  firm  in  question 
contained  hundreds  of  letters,  cablegrams,  and  telegrams  from  branch 
offices  both  in  this  country  and  abroad  showing  that  the  merchant 
in  question  had  lost  business  because  he  would  not  meet  the  prices 
of  competitors,  some  of  whona  had  been  his  severest  critics  in  alleging 
concentration  and  manipulation. 

lUustrating  further  the  wide  divergence  of  views  of  cotton  men 
with  regard  to  the  question  of  concentration  or  the  tendency  toward 
concentration  in  the  merchandising  of  cotton,  the  following  com- 
ments are  noted: 

A  New  Orleans  cotton  man  made  the  following  statement: 

The  business  is  too  big  to  be  dominated  by  any  one  firm,  and  the  present  laws 
are  sufficient  to  prevent  a  combination  which  could  dominate  the  trade.  A  large 
dealer,  thoroughlv  informed,  is  in  position  to  take  advantage  of  the  economic 
situation  that  he  can  see  clearer  than  someone  else,  and  this  might  have  the 


appearance  of  domination,  but  the  principal  domination  comes  from  his  seeing 
the  situation  clearer  and  working  on  the  sound  economic  lines  that  he  sees  and 
the  others  do  not. 

A  southern  naerchant  said  that  he  thought  that  the  concentration 
of  the  spot  business  was  unavoidable  as  regards  the  export  business, 
because  these  large  firms  are  able  to  make  financial  arrangements, 
whereas  the  smaller  dealers  were  not  in  position  to  do  so,  and  to  that 
extent  the  business  had  drifted  into  the  hands  of  the  large  dealer. 

A  Memphis  cotton  man  voiced  a  somewhat  similar  view  when  he 
said: 

In  order  to  have  the  crop  marketed  economically  on  the  whole  it  is  necessary 
to  have  a  very  few  large  dealers,  especially  for  the  export  business.  Mills  desiring 
to  place  very  large  single  orders  could  not  do  so  as  economically  if  they  had  to 
parcel  them  out  through  a  number  of  small  dealers. 

Some  cotton  people  attributed  the  growth  of  the  large  firms  to 
efficiency  and  not  to  any  combinations,  agreements,  or  divisions  of 
territory. 

Section  5.  Alleged    combined   operations   in  the  futures  markets  by 
certain  cotton  firms. 

The  attention  of  the  commission's  examiners  was  frequently 
directed  by  various  cotton  men  to  the  alleged  manipulation  of  the 
New  York  cotton  futures  market  by  certain  of  the  larger  cotton 
merchants.  Allegations  were  frequently  made  that  three  of  'the 
principal  firms,  Anderson,  Clayton  &  Co.,  Harriss,  Irby  &  Vose,  and 
George  H.  McFadden  &  Bro.,  were  working  together  under  some  sort 
of  a  "gentlemen's  agreement"  in  their  futures  operations,  with  the 
result  that  they  were  able  at  times  unduly  to  infiuence,  to  their  own 
advantj^e,  the  course  of  future  prices. 

Criticisms  of  the  above  character  wore  very  frequent  with  respect 
to  the  then  current  futures  operations  of  these  firms  on  the  New 
York  Cotton  Exchange  during  the  first  half  of  1922.  In  addition  to 
oral  allegations  or  criticisms  the  conunission  obtained  copies  of  many 
letters  written  by  members  of  the  New  York  Cotton  Exchange  to 
their  customers,  reiterating,  sometimes  in  the  most  positive  language, 
criticisms  similar  to  those  which  agents  of  the  commission  had  ob- 
tained in  interviews  with  the  trade. 

While,  as  stated  above,  criticisms  were  more  frequently  heard  dur- 
ing the  first  half  of  1922,  they  were  also  made  during  1923.  The 
commission  has  not  obtained  any  proof  that  these  concerns  have  ever 
pooled  their  interests  in  the  futures  markets. 

Section  6.  Attempted  agreement  on  selling  basis. 

During  the  field  work  in  connection  with  this  inquiry  certain 
letters  were  found  which  indicate  very  strondy  that  an  attempt 
was  made  to  brin^  about  an  agreement  or  unoerstanding  on  selling 
basis  to  mills  in  tne  South  Atlantic  States.  This  attempt  directly 
concerned  Anderson,  Clayton  &  Co.,  and  Geo.  H.  McFadden  &  Bro., 
and  possibly  Harriss,  Irby  &  Vose,  the  three  largest  firms.  These 
three  concerns  are  included  in  the  group  of  the  24  largest  merchants 
shown  in  Table  11,  and  the  combined  handlings  of  two  of  these 
three,  as  stated,  averaged  about  1,500,000  bales  in  each  of  the  three 
years,  1919-20  to  1921-22.  By  selling  basis  is  meant  the  number 
of  points  or  margin  to  be  added  to  the  price  of  a  future  month  when 
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offering  spot  cotton  for  sale 
which  spot  cotton  is  offered, 
such  comment  as  necessary 
planations  of  these  letters  j 
Clayton  &  Co.,  and  George  i 
&  Bro.,  are  also  given. 

On  June  17,  1922,  Geo. 
Irby  &  Vose  regarding  their 


In  effect  selling  basis  is  the  price  at 
These  letters  are  set  forth  below  with 
to  make  a  connected  story.     The  ex- 
given  by  W.  L.  Clayton,  of  Anderson, 
Stuart  ratterson,  of  Geo.  H.  McFadden 

H.  McFadden  &  Bro.  advised  Harriss, 
new  crop  basis  as  follows: 

We  are  writing  to  confirm  conversation  held  over  the  telephone  with  our  Mr. 
George  McFadden  in  regard  to  our  new  crop  basis. 

As  mentioned  we  are  offering  Texas  cotton  basis  Middling  at  the  equivalent 
of  65  on  October  New  York,  f.  o.  b.  Galveston. 

Our  Upland  basis  is  also  65  on  October  New  York,  f.  o.  b.  Savannah. 

For  your  information,  however,  we  beg  to  say  there  is  a  difference  in  oqr 
c.  i.  f.  6  per  cent  price  for  Texas  and  Uplands  of  20  points.  This  being  due  to 
the  cheaper  freight  and  insurance  from  the  Atlantic  and  the  lower  high  density 
charges. 

On  June  28,  1922,  Geo.  McFadden  wrote  to  Lamar  L.  Fleming,  of 
Anderson,  Clayton  &  Fleming,^  New  York,  as  follows: 

I  understand  your  firm  have  sold  about  35,000  bales  average  strict  middling, 
1"  to  ly  Western  cotton,  January  to  May  shipment,  to  Southern  Mills  at  175 
on  March,  while  we  are  offering  225  on  March. 

As  I  told  you  yesterday,  I  think  the  competttion  in  forward  business  should 
be  limited,  for  the  reason  that  if  the  larger  firms  would  substantially  agree  on 
the  basis  for  forward  shipments  that  they  could  sell  all  the  cotton  they  care  to 
put  on  their  books,  and  therefore  under  the  circumstances  it  seems  to  me 
sensible  to  endeavor  to  secure  as  high  a  basis  as  possible  on  this  forward  business. 

We  have  sold  Southern  Mills  about  30,000  bales  on  a  basis  corresponding  to 
the  basis  which  I  gave  you  yesterday,  and  we  to-day  sold  about  1,000  bales  at  a 
somewhat  higher  basis,  and  I  believe  if  you  will  elevate  your  basis  you  will  get 
all  the  business  you  want. 

Of  course  the  profit  in  the  business  will  depend  very  largely  whether  we  have 
premiums  or  discounts,  but  at  the  present  time  it  is  impossible  to  express  any 
intelligent  opinion  on  this  point;  therefore,  I  think  it  is  rather  a  mistake  to 
assunie  we  will  have  discounts  on  the  immediate  next  year,  as  if  we  should  have 
premiums,  then  the  basis  we  are  asking  would  not  produce  a  profit. 

I  have  written  Mr.  Bryant  and  Mr.  Rivers  to  cooperate  with  your  men  in 
Charlotte  and  Savannah,  as  I  think  by  cooperation  and  discussion  we  can  get 
better  results  than  would  otherwise  be  possible. 

What  this  "cooperation  and  discussion"  refers  to  is  perhaps  to  be 
inferred  from  that  part  of  a  preceding  paragraph  of  the  same  letter, 
which  says — 

if  all  the  larger  firms  would  substantially  agree  on  the  basis  for  forward  ship- 
ments, that  they  could  sell  all  the  cotton  they  care  to  put  on  their  books. 

Upon  receipt  of  Mr.  McFadden's  letter,  dated  June  28,  1922,  Mr. 
Fleming  called  by  telephone  Mr.  H.  N.  Smith,  the  Charlotte  (N.  C.) 
representative  of  Anderson,  Clayton  &  Co.,  and  made  inquiry 
regarding  the  low  basis  reported  by  McFadden.  This  appears  from 
the  fact  that  Mr.  Smith  wrote  Mr.  Fleming  on  June  29,  1922,  to  the 
eflFect  that  he  had  not  made  the  sales  mentioned  in  the  first  para- 
gra^  of  Mr.  McFadden's  letter  of  June  28.  Mr.  Smith  also  sent 
to  W.  L.  Clayton,  of  Anderson,  Clayton  &  Co.,  a  copy  of  his  letter 
to  Mr.  Fleming. 

That  Mr.  McFadden  had  in  mind  an  arrangement  by  which  the 
two  firms  would  work  together  in  the  matter  of  selling  basis  to  south- 


ern mills  is  further  substantiated  by  a  letter  from  Mr.  Smith  to  Mr. 
Clayton  on  June  30,  1922,  which  stated,  in  part: 

Referring  to  my  letter  of  yesterday,  in  which  Messrs.  McFadden  complained 
to  New  York  office  that  we  were  cutting  the  basis. 

Mr.  C.  B.  Bryant,  their  manager  here,  called  on  me  this  morning  and  suggested 
that  we  stay  close  together  on  the  basis  and  keep  it  as  high  as  possible.  We 
told  him  we  would  be  glad  to  do  this  as  long  as  we  sold  our  share  of  the  cotton. 
He  then  gave  me  his  offer  sheet  of  June  26,  showing  his  prices.  After  our  con- 
versation with  Mr.  Fleming  I  was  surprised  to  note  his  prices  cheaper  than  ours. 
Mr.  Fleming  referred  principally  to  our  basis  of  strict  middling  1-1-1/16  north 
Georgia,  for  October,  November,  December  shipments,  which  was  reported  to 
him  as  having  been  sold  by  this  office  at  150  on  December.  You  will  note  from 
inclosed  list  *  that  they  are  offering  this  particular  cotton  at  50  points  less  than 
the  Atlanta  office.  We  have  sold  some,  however,  a  couple  of  weeks  ago,  at 
200  on,  and  at  that  time  they  sold  to  the  same  mills  at  the  same  price.  So  you 
see  the  cutting  basis  has  not  been  here. 

They  are  offering  Texas,  Oklahoma,  Louisiana,  strict  middling  1-1-1/16,  at 
250  on  December,  while  you  are  asking  250  on  October. 

We  will  always  endeavor  to  work  in  harmony  with  our  competitors  as  long  as 
we  don't  lose  any  business. 

From  the  above  it  is  clear  that  Mr.  McFadden's  letter  to  Mr. 
Bryant  (referred  to  in  Mr.  McFadden's  letter  of  Jime  28  to  Mr. 
Fleming,  quoted  above)  was  effective,  since,  as  Mr.  Smith  said,  ''Mr. 
C.  B.  Bryant,  their  manager  here,  called  on  me  this  morning  and 
suggested  that  we  stav  close  together  on  the  basis  and  keep  it  as  high 
as  possible,"  etc.  This  chain  of  correspondence,  so  far  presented, 
clearly  shows  Mr.  McFadden's  effort  to  bring  his  firm  and  Anderson, 
Clayton  &  Co.  together  on  selling  basis. 

On  this  same  date,  June  30,  1922,  Mr.  Fleming  wrote  to  Mr.  Geo. 
McFadden  in  part  as  follows : 

I  talked  with  our  man  Smith  in  Charlotte  over  the  phone  yesterday,  and  he 
told  me  that  your  people  must  have  made  some  mistake.  Just  to  ^how  you  how 
these  things  work,  I  quote  you  herewith  a  telegram  received  from  Smith  to-day: 

"Have  McFadden  offer  sheet  before  me.  He  is  asking  for  strict  middling 
north  Georgia  1"  1-1/16"  October,  December  shipment,  175  on  December. 
This  is  60  below  my  price.  Texas  strict  middling  same  staple  and  shipment 
250  on  December.     Houston  wants  250  on  October." 

On  June  30,  1922,  Mr.  Fleming  sent  the  letters  above  quoted,  and 
possibly  some  others,  to  Mr.  Clajrton,  and  stated  in  part : 

I  hand  you  herewith  a  file  in  regard  to  mill  prices  in  the  Carolinas. 

I  think  it  would  be  a  very  good  idea  if  we  could  sort  of  run  along  the  same 
track  with  Griffin  and  McFadden,  but  Charlotte  tells  me  that  McFadden's  prices 
up  State  and  in  Canada  for  new  crops  are  way  below  our  basis,  and  sometimes 
I  wonder  if  this  thing  is  really  practicable. 

Mr.  Clayton  repUed  to  Mr.  Fleming  on  July  4,  1922,  as  follows: 

I  have  your  letter  of  the  30th,  and  return  herewith  your  file  about  the  Carolina 
business. 

Referring  to  Mr.  McFadden's  letter,  in  which  he  says,  "I  understand  your 
firm  have  sold  about  35,000  bales  average  strict  middling,  1"  to  1tV"i  western 
cotton,  January  to  May  shipment,  to  southern  mills  at  175  on  March,  while  we 
are  offering  225  on  March,'  will  say  that  we  have  not  up  to  date  sold  a  single 
bale  of  western  cotton  to  Carolina  mills,  new  crop.  I  have  looked  carefully 
through  our  records  to  confirm  my  memory  on  this  before  making  the  statement. 

The  main  reason  we  have  sold  nothing  is  that  our  oflRces  in  the  Carolinas 
reported  repeatedly  that  McFadden  has  been  underselling  us  from  50  to  100 
points.  For  a  long  time  we  were  offering  western  cotton,  strict  middling,  1" 
to  li^",  at  300  on,  but  our  people  over  there  kept  after  us  so  long  about  our  high 
basis  that  I  finally  consented  against  my  judgment  to  reduce  it  to  250  on,  where 


» Anderson,  Clajrton  &  Fleming  is  a  separate  firm  from  Anderson,  Clasrton  A  Co. 
partners  in  the  former  firm  are  partners  in  the  latter  firm,  except  L.  L.  Fleming. 


However,  an  tbt 


*  This  list  was  the  "  oiler  sheet "  of  June  26. 1022. 
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it  has  stood  for  about  a  week  now  without  any  business.  I  am  very  glad  that  we 
have  sold  nothing  at  that  basis,  and  am  to-day  raising  it  to  276  on. 

Our  Atlantic  States  offices  have  sold  a  total  of  about  15,000  bales,  new  crops, 
to  southern  mills.  I  have  looked  carefully  over  the  copies  of  the  sales  confir- 
mations and  do  not  find  a  single  bale  sold  at  less  than  200  on  for  strict  middling, 
1"  to  l^".  Their  basis  for  the  last  few  days  has  been  225  on.  I  am  raising  it 
to-night  to  250  on. 

Somebody  is  giving  McFadden  incorrect  information  about  what  we  are  doing. 
I  suppose  this  is  only  natural,  and  am  sure  that  we  oftentimes  get  reports  about 
their  activities  which  are  not  accurate. 

As  I  have  several  times  told  Mr.  McFadden,  we  are  glad  at  all  times  to  co- 
operate in  the  matter  of  basis,  exchange  information,  etc.,  but  I  do  not  believe 
it  is  practicable  to  have  any  hard  and  fast  understanding  about  selling  basis,  be- 
cause it  destroys  that  freedom  of  individual  action  which  is  so  necessary  in  the 
cotton  business. 

If  McFadden  and  ourselves  were  the  only  sellers,  it  would  be  a  different  story. 

With  reference  to  the  letter  from  Messrs.  Cooper  &  Griffin  proposing  that 
all  sale  notes  for  forward  delivery  carry  a  mutual  margin  clause  of  2  cents  per 
pound,  will  say  that  we  received  the  same  letter  from  Messrs.  Cooper  &  Griffin, 
and  replied  as  follows: 

"  We  have  carefully  considered  the  matter  mentioned  in  your  letter  of  June  24. 
We  think  there  is  no  question  but  what  forward  sales  to  miUs  at  fixed  prices  should 
carry  a  mutual  margin  clause  of  say  2  cents  per  pound,  as  suggested  by  you. 
We  seriously  doubt,  however,  being  able  to  get  the  cotton  trade  to  agree  on  a 
provision  of  this  kind  and  to  live  up  to  it.  There  are  too  many  shippers,  and 
they  are  too  widely  scattered  to  hold  them  together.  We  think  it  is  a  matter 
which  will  have  to  be  left  to  the  judgment  and  deci.sion  of  each  individual  firm." 

On  July  4, 1922,  Mr.  Clayton  in  a  letter  to  Mr.  Smith  acknowledged 
receipt  of  the  latter's  letters  of  June  29  and  30,  and  inclosed  a  copy 
of  his  letter  of  July  4,  1922,  to  Mr.  Fleming,  quoted  immediately 
above,  thus  giving  Mr.  Smith  his  (Clayton's)  views  on  agreements 
on  basis.     Nlr.  Clayton  also  said  in  his  letter  to  Mr.  Smith: 

I  think  we  are  going  to  have  a  pretty  stiff  basis  for  at  least  60  to  90  days,  and 
if  we  will  all  ptick  to  it  and  demand  it,  I  think  we  will  get  it. 

The  use  of  the  word  ''all"  in  the  above  quotation  is  puzzling. 
In  view  of  the  other  letters  quoted  in  this  section  this  word  might 
mean  Anderson,  Clayton  &  Co.,  and  Geo.  H.  McFadden  &  Bro.; 
in  other  words,  Mr.  Clayton  might  be  conveying  the  idea  that  he 
thought  both  firms  should  ^'  stick  to  it."  On  the  other  hand  it  might 
refer  to  all  sellers  of  cotton — a  general  statement  of  Mr.  Clayton's 
opinion  of  the  situation.  Mr.  Clayton's  explanation  of  this  sentence, 
in  his  own  words,  is  that^ 

This  "all"  refers  to  all  our  selling  offices  in  the  South — Oklahoma  City,  Hous- 
ton, New  Orleans,  Birmingham,  Atlanta,  and  Savannah,  all  of  which  offices  offer 
cotton  for  Carolina  mills  through  H.  N.  Smitn,  our  Charlotte  representative. 

Mr.  Fleming,  upon  receipt  of  Mr.  Clayton's  letter  of  July  4,  1922, 
sent  a  copy  of  same,  under  date  of  July  7,  1922,  to  Mr.  McFadden, 
and  advised  Mr.  Clayton  to  that  effect. 

On  July  6,  1922,  Mr.  McFadden  wrote  to  Harriss,  Irby  &  VOse, 
attention  of  Richard  Harriss,  in  part  as  follows,  a  copy  of  this  letter 
being  sent  to  Mr.  Fleming  by  Mr.  McFadden : 

I  am  in  receipt  of  your  letter  of  June  30,  which  I  would  have  acknowledged 
more  promptly  except  that  I  have  been  in  Southampton  for  the  past  week. 

In  regard  to  the  southern  mill  basis,  in  view  of  there  being  no  increase  in  the 
acreage  in  the  CaroUnas  and  Georgia,  and  also  on  account  of  the  low  condition 
of  the  crop  as  reported  by  the  Government,  and  taking  into  consideration  a 
large  consumption  in  these  States,  it  looks  to  me  as  though  we  could  have  a 
high  buying  basis  as  compared  with  western  cotton  throughout  the  season  in  the 
Carolinas,  and  therefore  we  are  rather  inclined  to  again  raise  our  basis,  both  for 
October,  November,  December,  as  well  as  our  spring  shipments  to  southern 


mills,  as  our  experience  has  been  that  where  the  crop  is  small  the  basis  is  relatively 
high,  and  where  the  crop  is  large  the  basis  is  relatively  cheap,  and  if  you  take 
into  consideration  the  local  consumption  of  the  Carolinas,  therefore  it  looks  to 
me  as  though  we  are  in  for  a  very  high  basis  in  the  Atlantic  States  next  autumn 
and  winter. 

I  will  be  in  New  York  probably  on  Friday  next  and  will  hope  to  see  you,  as 
I  am  sailing  for  Europe  on  Saturday,  July  15,  on  the  Olympic. 

To  the  above  letter  Mr.  Harriss  replied  on  July  7  as  follows: 

I  thank  you  for  your  letter  of  the  6th  instant,  and  my  partners  and  myself 
concur  in  your  views  as  to  the  possibility  of  a  high  basis  In  the  Atlantic  States 
next  season.  In  fact,  we  have  been  feeling  that  way  about  it  for  some  time  and 
have  not  pushed  forward  sales  with  southern  mills  for  Georgia  and  Carolina 
cotton. 

As  a  matter  of  fact,  our  only  sales  of  new  crops  to  southern  mills  thus  far  have 
been  western  cotton. 

Should  we  later  on  begin  effecting  any  sales  to  southern  mills  for  shipment 
from  the  Atlantics,  I  will  get  in  touch  with  some  of  your  partners  and  see  how 
our  basis  compares  with  yours. 

I  note  you  expect  to  be  in  New  York  next  week  and  are  sailing  on  the  Olympic 
July  15.  I  am  leaving  myself  to-morrow  for  a  motor  trip  and  may  no%  get  back 
until  Monday,  the  17th;  hence  may  miss  seeing  you  before  you  leave.  In  any 
case,  be  assured  of  my  hearty  good  wishes  for  a  pleasant  trip  and  a  safe  and 
happy  return  home. 

On  July  10,  1922,  Mr.  McFadden  answered  Mr.  Fleming's  letter  of 
the  7th,  and  in  referring  to  Mr.  Clayton's  letter  of  July  4  said,  in  part: 

I  entirely  agree  with  Mr.  Clayton  as  regards  the  basis,  as  it  is  impossible  to 
fix  any  standard  basis,  as  there  are  too  many  people  in  the  business  to  do  so, 
but  I  believe  it  is  to  our  mutual  interest  to  confer  with  you  in  discv^ssing  all 
questions  in  which  we  are  mutually  concerned. 

Mr.  McFadden  then  went  on  to  say  he  had  sent  a  copy  of  Mr. 
Clayton's  letter  to  his  (McFadden's)  Charlotte  representative. 
Mr.  Fleming  on  July  11,  1922,  wrote  Mr,  McFadden  that — 

There  is  no  question  but  that  it  is  good  policy  for  the  larger  concerns  to  try 
to  work  in  harmony,  especially  from  the  head  offices,  but  where  those  boys  down 
on  the  spot  are  in  keen  competition  I  doubt  the  advisability  of  telling  them  much 
beyond  letting  them  know  we  are  trying  to  keep  about  in  line  with  the  basis. 

The  foregoing  letters  were  from  the  files  of  Anderson,  Clayton  & 
Co.  and  Geo.  H.  McFadden  &  Bro.  Mr.  W.  L.  Clayton  was  given 
an  opportunity  to  comment  on  the  various  letters  from  his  files.  Mr. 
George  Stuart  Patterson,  one  of  the  partners  in  Geo.  H.  McFadden 
&  Bro.,  commented  on  the  letters  from  the  files  of  that  concern. 

Mr.  Clayton  said: 

This  correspondence  speaks  for  itself.  I  do  not  think  there  was  ever  any 
other  instance,  before  or  since,  in  which  we  exchanged  information  with  McFadden 
as  to  selling  basis  in  the  Atlantics.  We  made  our  own  prices  absolutely  inde- 
pendently, without  any  reference  to  McFadden.  There  were  many  instances, 
as  Mr.  Smith  himself  states  in  one  of  his  letters,  in  which  McFadden  was  selling 
at  prices  considerably  under  ours;  and  no  doubt  there  have  been  instances  in 
which  we  were  selling  at  prices  under  theirs;  although  in  the  cotton  business 
competition  is  so  keen  that  the  prices  of  those  firms  working  on  a  legitimate, 
nonspeculative  basis  run  very  close  together,  because  the  margin  of  profit  is 
extremely  small  and  does  not  permit  of  very  much  expansion  or  contraction. 
My  letter  of  July  4  to  Mr.  Fleming  points  out  that  one  of  the  main  reasons 
we  had  sold  so  little  in  the  Atlantic  States,  apparently,  was  the  fact,  as  reported 
to  us  by  our  agents,  that  McFadden  was  selling  at  considerably  cheaper  prices. 
*♦♦«♦*  t 

And  in  this  letter  of  July  4  I  have  told  Mr.  Fleming  that  I  was  on  that  day 
raising  our  basis  25  points.  I  made  no  request  or  suggestion  of  any  kind  to  Mr. 
Fleming  with  reference  to  furnishing  Messrs.  McFadden  with  a  copy  of  this 
letter  or  of  informing  them  of  its  contents  in  any  way.     The  truth  of  the  matter 
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is  that  it  was  immaterial  to  me  whether  the  information  were  given  or  not  given, 
as  I  knew  perfectly  well  that  we  were  our  own  masters  as  to  the  making  of  our 
basis,  and  coiild  change  it  over  night  or  as  often  as  we  pleased,  without  any 
reference  to  what  anyone  else  was  doing.  I  also  knew  that,  selling  as  we  did 
perhaps  only  4  or  5  per  cent  of  the  cotton  bought  by  southern  mills,  any  action 
that  Anderson,  Clayton  &  CJo.  might  take  about  basis  could  not  have  any  appre- 
ciable effect  on  the  situation — general  selling  situation — in  the  Atlantic  States. 
It  is  interesting  to  note  that,  according  to  Mr.  Smith's  letter  of  July  12,  McFadden 
and  other  Texas  shippers  were  still  offering  cotton  at  less  than  our  basis. 

Referring  now  to  letter  of  July  11,  1922,  from  Mr.  Fleming  to  Mr  McFadden, 
there  has  been  no  agreement,  understanding,  or  concerted  action  on  this  selling- 
basis  proposition.  I  think  our  letters  show  that  we  regard  it  as  entirely  imprac- 
tical. Even  if  we  thought  it  was  perfectly  legal  it  could  not  result  in  any  good 
to  anybody. 

I  think  I  may  once  or  twice  have  seen  Mr.  McFadden  and  told  him  what  we 
were  offering  cotton  at.  I  don't  think  it  ever  happened  over  twice  in  my  life,  and 
then  only  as  a  matter  of  general  information,  in  the  discussion  of  the  cotton 
situation,  and  not  for  any  particular  purpose.  It  was  not  used  as  a  basis  for 
any  understanding,  or  to  influence  him  or  me  in  any  matter  of  changing  or  alter- 
ing of  basis  of  any  kind. 

Referring  to  the  letter  dated  July  4,  1922,  from  W.  L.  Clayton  to  H.  N.  Smith: 
In  the  last  paragraph  I  say,  "I  think  we  are  going  to  have  a  pretty  stiff  basis 
for  at  least  60  to  90  days,  and  if  we  will  all  stick  to  it  and  demand  it  I  think  we 
will  get  it."  This  all  refers  to  all  our  selling  offices  in  the  South — Oklahoma 
City,  Houston,  New  Orleans,  Birmingham,  Atlanta,  and  Savannah — all  of  which 
oflBces  offer  cotton  for  Carolina  mills  through  H.  N.  Smith,  our  Charlotte  agent. 

Mr.  Patterson  stated,  among  other  things,  in  a  signed  statement 
regarding  the  above  letters,  that  ''it  is  absolutely  silly  for  any  two 
firms,  or  any  combination  of  firms,  to  talk  about  fixing  basis — 
agreeing  upon  a  common  basis  at  which  they  would  sell  to  anybody. 
The  competition  is  entirely  too  severe  in  the  cotton  business.  If  any 
such  agreement  were  to  be  made,  the  only  result  would  be  that  you 
would  go  out  of  business  and  the  other  people  outside  of  any  agree- 
ment would  get  the  business." 

It  would  appear,  despite  these  statements,  that  attempts  were 
made  to  effect  an  agreement  on  selUng  basis  to  southern  mills  in  1922. 


Chapter  IV 

FINANCUL  AND  OPERATING  RESULTS  OF  COTTON  MER- 

CHANTS  AND  COOPERATIVES 

Section  1.  Sonrces  and  scope  of  information. 

Cost,  nrofit  and  investment  figures  were  obtained  by  the  commis- 
sion for  four  years  from  a  large  number  of  cotton  merchants  handling 
about  10,000,000  bales  of  cotton  in  the  period  in  question,  or  an 
average  of  nearly  two  and  one-half  milHon  bales  a  year.  In  addition 
returns  were  obtained  from  six  cooperative  organizations  handling 
in  total  more  than  500,000  bales  for  one  year. 

Most  of  the  information  was  obtained  through  correspondence. 
A  large  number  of  schedules  were  sent  out  by  the  commission,  but, 
in  order  to  obtain  as  many  returns  as  possible,  cotton  firms  were 
advised  that  if  they  preferred  they  could  substitute  either  copies  of 
their  own  profit  and  loss  statements  and  balance  sheets  or  cgpies 
of  their  income  tax  returns,  together  with  a  certain  small  amount  of 
supplementary  data. 

The  returns  obtained  and  finally  found  usable  fall  into  two  groups : 
(1)  those  covering  companies  closing  their  books  on  a  calendar  year 
basis  and,  (2)  those  closing  their  books  on  substantially  a  crop  year 
basis,  varying  from  March  31  to  August  31.  The  results  for  the 
former  group  cover  13  companies  in  each  of  the  calendar  years  1919, 
1920,  and  1921,  and  15  companies  in  1922.  The  results  for  the  second 
group  cover  34  companies  in  the  crop  year  1919-20,  43  in  1920-21, 
50  in  1921-22,  and  35  in  1922-23.  The  returns  include  the  results 
of  one  or  more  cotton  firms  with  headquarters  in  every  State  of 
the  Cotton  Belt,  with  the  exception  of  North  Carolina  and  Ala- 
bama. Aside  from  the  fact  that  the  results  of  the  three  largest 
spot  cotton  merchants  were  not  obtained,  it  is  believed  that  the 
data  constitute  a  fairly  representative  sample  of  the  financial  results 
of  cotton  merchandising. 

The  three  largest  spot  cotton  firms,  George  H.  McFadden  &  Bro., 
Anderson,  Clayton  &  Co.,  and  Harriss,  Irby  &  Vose,  despite  repeated 
requests,  declined  either  to  furnish  the  information  desirea,  or  to  permit 
the  accountants  of  the  commission  to  take  it  from  their  books.  During 
the  three  crop  years  1919-20  to  1921-22  inclusive,  each  of  these  firms 
sold  an  average  in  each  year  over  500,000  bales  of  cotton,  whereas 
the  six  or  eight  largest  concerns  reporting  to  the  commission  averaged 
less  than  200,000  bales  in  each  year. 

Because  of  the  difference  in  the  dates  at  which  the  books  were 
closed,  no  attempt  has  been  made  to  consolidate  by  years  the  results 
of  the  calendar-year  companies  with  those  of  the  crop-year  compa- 
nies, but  the  annual  results  for  each  group  are  shown  m  Appendix 
Tables  IV,  V,  and  VI.  For  the  purpose  of  presenting  the  net  results 
of  cotton  merchandising,  however,  the  figures  of  both  groups  were  con- 
BoUdated  for  the  entire  period  of  four  years.     The  period  covered  by 
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this  consolidation,  therefore,  is  slightly  more  than  four  years,  although 
the  figures  in  no  case  include  results  of  any  company  for  more  than 

four  years. 

In  computing  the  investment  and  profit  the  commission  excluded 
all  investment  not  employed  in  the  business  of  cotton  merchandising 
and  all  revenue  items  not  derived  from  the  same  source.  All  com- 
panies reported  interest  paid,  but  in  several  cases  it  was  found  impos- 
sible to  obtain  the  average  borrowings.  To  obtain  an  estimate  of 
the  borrowings  of  these  last-mentioned  concerns,  the  rate  of  interest 
paid  by  companies  reporting  both  interest  and  borrowings  was  em- 
ployed' and  the  borrowings  computed  by  capitalizing  the  reported 
mterest  paid  at  the  rate  determmed  for  companies  reporting  both 
interest  and  borrowings. 

Section  2.  Operating  profit,  expense,  and  income. 

The  following  table  presents  in  summary  form  the  operating  results 
for  all  cotton  merchants  reporting  to  the  commission  for  four  years 
combined.  The  results  by  mdividual  years,  separately  for  calendar- 
year  and  crop-year  companies,  will  be  found  in  Appendix  Table  IV. 

Sales  of  cotton  reported  to  the  commission  were  net — that  is,  after 
the  deduction  of  freight. 

Table  12. — Operating  profits,  expense,  and  income,  in  total  amount  and  per  hale, 
of  all  reporting  cotton  merchants  •  for  four  years  between  January  i,  1919,  and 
August  31,  1923 


Item. 


Bales  sold. 


Net  sales  of  cotton 

Cost  of  cotton  sold 

Gross  profit  on  cotton  sold 

General  expense — 

Net  profit  on  cotton  sold 

Loss  (-)  or  gain  (+)  on  futures. 

Total  net  profit 

Interest  paid 

Net  income 


Total 


9^800,371 


$1,309,961,099.50 

1,206,361,337.52 

103, 619. 761. 98 

55.  274. 972.  99 

48, 344. 788.  99 

-19,147,417.44 

29. 197, 371.  55 

9. 361, 629.  82 

19,835,741.73 


Per  bale 


$133.66 

12a-09 

ia67 

5.64 

4.93 

-1.95 

3196 

.96 

3.02 


1  The  number  of  companies  reporting  varied  from  47  to  63  for  the  several  years,  the  aggresate  number 
of  company  years  being  216. 

From  the  foregoing  figures  it  will  be  observed  that  out  of  a  total 
sale  of  over  a  billion  and  a  quarter  dollars  the  cotton  merchants 
reporting  retained  as  gross  profit  one  hundred  and  three  milUon. 
This  represented  a  gross  profit  on  cotton  sales  of  a  little  under  8  per 
cent  and  of  8i  per  cent  on  the  cost  of  cotton.  General  expenses, 
however,  absorbed  fifty-five  million  of  the  gross  profit,  and  losses  on 
futures  operations  nineteen  millions,  so  that  the  total  net  profit 
obtained  amounted  to  a  little  over  $29,000,000,  or  about  2.2  per  cent 
on  the  sales.  After  payment  of  over  $9,000,000  interest  charges  the 
merchants  had  left  sfightly  less  than  $20,000,000  as  net  income  from 
the  cotton  business,  or  about  1.5  per  cent  on  sales.  There  was  a  net 
loss  on  futures  in  every  year  for  companies  closing  their  books  on 
both  the  calendar  and  crop  year  basis,  except  for  the  calendar-year 
group  in  1919  and  1921,  when  this  group  reported  gains. 

These  results  are  somewhat  more  informative  if  considered  in 
terms  of  the  per-bale  results.     These  show  that  cotton  merchants 


during  the  four  years  imder  consideration  bought  cotton  on  the 
average  at  about  $123  a  bale  and  sold  it  for  $133  §,  retaining  as  gross 
profit  about  $10i  per  bale.  Their  average  net  profit,  per  bale, 
amounted  to  slightly  less  than  $3,  however,  as  their  general  expenses 
averaged  over  %b\  per  bale  and  their  losses  on  futures  averaged 
nearly  $2  a  bale. 

Section  3.  Investment,  profit,  and  rate  of  retnm. 

The  investment  and  rate  of  return  of  cotton  merchants  reporting 
were  computed  for  each  year  for  companies  closing  their  books  on  a 
calendar-year  basis  and  also  for  those  closing  their  books  on  sub- 
stantially a  cropnyear  basis  (March  31  to  August  31).  Investment 
figures  have  been  compiled  to  show  both  the  total  and  the  proprietor- 
ship investment,  the  former  figure  including  the  borrowed  funds 
einployed  in  the  business  and  the  latter  excluding  them. 

rrofii«i  before  deducting  interest  paid  and  rates  of  return  on  total 
investm'  it  have  been  computed  both  before  and  after  including  the 
results  of  future  trading.  Similarly,  profits  after  deducting  interest 
paid  and  the  rates  of  return  on  the  proprietor's  investment  hava 
Seen  compiled  both  before  and  after  including  future  operations. 
All  these  figures  by  years  for  both  groups  of  companies  separately 
are  presented  in  Appendix  Table  V. 

The  following  table  presents  the  average  investment,  profit,  and 
rate  of  return  per  company  for  all  merchants  reporting  to  the  com- 
mission for  four  years  combined,  the  number  in  each  year  varying 
from  47  to  63 : 

Table  13. — Average  invested  capital  and  average  annual  net  profits  per  company 
for  all  reporting  cotton  merchants  *  for  four  years  combined,  between  January  1, 
1919,  and  August  31,  1923. 

Average  total  funds  employed $904,405.  85 

Average  net  profit,  excluding  future  results $223,  818.  46 

Average  rates  of  return  on  total  funds  employed,  excluding  future 

results per  cent__  24.  7 

Average  net  profit,  including  future  results $135,  173.  01 

Average  rate  of  return,  including  future  results per  cent..  14.  9 

Average  total  funds  employed  excluding  borrowings $419,  563.  70 

Average  net  profit  excluding  futures  after  deducting  interest  paid..  $180,  477.  59 
Average  rate  of  return  on  proprietary  investment,  excluding  future 

results per  cent.  _  43.  0 

Average  net  profit  including  futures  after  deducting  interest  paid.  _  $91,  832.  14 
Average  rate  of  return  on  proprietary  investment,  including  future 

results . per  cent 21.  9 

During  the  four-year  period  the  average  return  on  total  invest- 
ment earned  by  cotton  merchants  amoimted  to  approximately  25  per 
cent  without  adding  gains  or  deducting  losses  on  future  operations. 
Including  future  results  the  average  rate  of  return  was  oiuy  15  per 
cent.  The  average  returns  on  the  proprietary  investment  were,  of 
course,  considerably  higher,  being  43  per  cent  without  taking  account 
of  future  operations  and  approximately  22  per  cent  after  mcluding 
the  results  of  such  trading. 

The  business  of  cotton  merchandising  appears  to  be  one  in  which 
trading  ability  is  as  important  as  capital  invested  in  respect  to  the 
profits  obtained.     The  average  amount  of  net  profit  per  company 

*  The  number  of  companies  reporting  varied  firom  47  to  63  for  the  several  years,  the  aggregate  number 
of  company  years  being  210. 
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finally  available  for  distribution  was  $91,832.  As  niost  of  the  com- 
panies are  partnerships  without  salaried  managers  this  amount  would 
represent  generally  the  average  earnings  of  the  group  of  partners 
managing  the  business  of  the  company. 

Section  4.  Belation  of  size  to  operating  expenses,  gross  margins,  and 

rates  of  retnrn. 

The  following  table  presents  the  results  of  all  cotton  merchants 
reporting  to  the  commission  for  four  years  between  January  1, 
1919,  and  August  31,  1923,  distributed  according  to  size  groups: 

Table  14. — Average  profits  and  operating  expense  per  bale  and  rate  of  return  on 
total  funds  employed  of  all  cotton  merchants  reporting  for  four  years^  between 
January  1,  1919,  and  August  31,  1923 


Gross 

profit 

per  bale 

operat- 
ing 
expense 
per  bale 

Net 

profit, 
exclud- 
ing 
futures, 
per  bale 

Loe8(-) 
gain(+) 

on 
futures, 
per  bale 

Net 

profit, 
includ- 
ing 
futures 
per  bale 

Interest 
per  btde 

Net 
income, 
interest 
deduct- 
ed, per 

bale 

Rate  of  return  on 
total  investment 

Annual  sales  (bales) 

Exclud- 
ing 
futures 

Includ- 
ing 
futures 

Less  than  10,000 

10,000-50,000 

60,000-100,000 

Over  100,000 

$8  62 

10.36 
11.09 
10.65 

$6.27 
4.83 
a26 
6.71 

$2.35 
5.53 
4.83 
4.84 

+$0.  57 
-1.99 
-1.13 
-2.46 

$2.92 
3.64 
3.70 
2.38 

$0.88 

.88 

.92 

L02 

$2.W 
2.66 
2.78 
L36 

Per  etnt 

8  96 

30.39 

28.82 

22.05 

PereerU 
11.12 
19.44 
22.07 
10.82 

On  the  whole  the  results  by  size  groups  are  not  favorable  to  the 
largest  merchants.  One  or  more  of  the  smaller  merchant  groups 
show  better  results  in  practicaUy  every  item  tabulated  than  does  the 
largest  size  group.  On  the  whole  the  10,000  to  50,000  bale  group 
appears  to  have  the  most  favorable  results.  Except  for  the  smallest 
size  group  this  group  shows  the  narrowest  gross  profit  margin  per 
bale  ($10.36),  while  its  operating  expense  figure  ($4.83)  is  nearly 
a  dollar  a  bale  less  than  that  of  any  other  group.  The  interest 
of  88  cents  reported  by  this  group  and  also  oy  the  smallest  size 
group  is  less  than  for  either  of  the  other  two  size  groups.  Owing  to 
heavy  future  losses,  however,  its  net  income  per  bale  after  deducting 
future  losses  and  interest  is  12  cents  less  than  the  highest  which  is 
shown  by  the  50,000-100,000  bale  group.  Its  rate  of  return  exclud- 
ing futures  is  the  highest  of  any  group  but  owing  to  the  heavy 
future  losses  referred  to  its  rate  of  return  mcluding  these  transactions 
is  only  second  highest,  the  50,000  to  100,000  bale  group  showing 
slightly  better  rates.  In  this  connection  it  would  be  of  great  interest 
to  have  also  the  results  of  the  three  lai^est  companies,  who  refused 
this  information  and  who  are  involved  in  charges  of  manipulating 
the  futures  market. 

The  results  by  years  and  by  size  groups  are  presented  in  Appendix 
Table  VI  separately  for  companies  closing  their  Dooks  on  the  calendar- 
year  and  fiscal-year  basis. 

Section  5.  Operating  results  of  cooperative  marketing  associations. 

The  commission  procured  financial  statements  of  six  of  the  coopera- 
tive marketing  associations  for  the  marketing  of  the  crop  of  1922. 
As  the  fiscal  years  of  these  organizations  ended  during  the  period  from 
June  30  to  September  30,  1923,  their  results  are  closely  comparable, 
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as  far  as  the  period  covered  is  concerned,  with  the  results  of  those 
merchants  in  the  year  1923  who  closed  their  books  in  the  period 
March  31  to  August  31,  1923. 

The  associations,  whose  figures  were  procured,  were  the  North 
Carolina  Cotton  Growers,  the  Texas  Farm  Bureau  Cotton  Associa- 
tion, the  South  Carolina  Cotton  Growers  Cooperative  Association, 
the  Arizona  Pima  Cotton  Growers,  the  Arkansas  Cotton  Growers, 
and  the  Staple  Cotton  Cooperative  Association.  Two  of  the  associa- 
tions in  this  group,  however,  the  Arizona  Pima  and  the  Staple  Cotton 
Cooperative,  are  definitely  staple  cotton  associations. 

Tne  Arkansas  Cotton  Association,  moreover,  contains  a  large 
number  of  producers  located  in  eastern  Arkansas  who  raise  cotton  of 
a  staple  of  1  iV  inches  and  above,  so  that  the  figures  for  this  associa- 
tion are  also  very  largely  affected  by  the  factor  of  staple.*  According 
to  the  commission's  information,  staple  cotton  is  not  so  important 
an  item  in  the  case  of  the  Texas  and  the  two  Carolina  ^  associations, 
as  in  those  of  the  three  associations  previously  mentioned.  In  pre- 
senting the  results,  therefore,  the  figures  of  the  Arizona,  Arkansas, 
and  Staple  Cotton  Associations  have  been  grouped  together  as  those 
of  staple  associations,  while  the  figures  of  the  Texas  and  two  Carolina 
associations  are  presented  as  those  of  nonstaple  associations.  The 
residts  for  aU  six  cooperatives  combined  are  also  given.  The  follow- 
ing table  shows  the  1922-23  results  per  bale  for  each  of  these  three 
groups  of  cooperatives  in  comparison  with  those  of  the  35  cotton 
mercnants  reporting  to  the  commission  for  the  year. 

Tablb  15. — Prices,  expenses,  and  gross  profits  of  cotton  merchants  compared  vnth 
those  of  cooperative  associations  for  the  crop  year  1922-23 


35  cotton 
merchants 

3  nonstaple     S  staple 
cotton           cotton 
cooperative  cooperative 
associations  associations 

6  coopera- 
tive cotton 
a.s.sociations 

Bales  sold 

1, 796, 610 

286,728 

227,683 

514,511 

Cost  of  cotton  to  merchants  and  growers'  realization 
from  cooperatives  • 

$122.09 

$124.98 

$136. 14 

$129.92 

General  expense . 

5.26 

1.01 

6.47 

.32 

6.67 
1.65 

6.17 
2.24 

5.83 
L86 

Interest  paid 

Loss  on  lutiu-es 

Net  income 

Total  gross  margin 

12.06 

7.12 

8.41 

7.69 

Selling  price 

134.15 

«  132. 10 

144.56 

« 137. 61 

I  So  far  as  the  cooperatives  are  concerned,  the  realization  shown  for  the  grower  does  not  represent  the 
amount  paid  him.  as  certain  re.serves  are  set  up  by  the  associations.  Equitably,  however,  these  reserves 
belong  to  him,  and  it  is  contemplated  that  they  ultimately  will  be  returned  to  him. 

*  This  is  a  net  figure  after  deducting  certain  future  losses  of  one  of  the  associations. 

In  colDsidering  these  results,  the  figures  for  the  merchants  should 
not  be  comparea  with  those  of  the  staple  associations  because,  doubt- 
less, the  proportion  of  staple  cotton  handled  by  these  staple  associa- 
tions greatly  exceeded  that  handled  by  the  merchants.     The  case 

'  Data  furnished  by  the  association  show  that  nearly  one-half  of  Its  sales  for  the  year  in  question  were  of 
cotton  lA  inches  and  jihove. 

»  About  32  per  cent  of  the  cotton  received  by  the  South  Carolina  Association  in  1922-23  was  \^  inches  and 
above,  but  scarcely  any  of  this  oottoa  was  sold  during  tb«  year  and  it  is  not,  therefore,  included  in  the 
results  presented. 
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is  different  in  a  comparison  between  the  merchants  and  all  coopera- 
tives combined.  A  few  of  the  merchants  included  are  larp:e  handlers 
of  staple  cotton  and  many  of  them  sell  some  staple,  so  that  such  a 
comparison  might  not  be  an  unfair  one.  On  the  whole,  however, 
it  may  be  that  the  proportion  of  staple  cotton  included  in  the  sales  of 
all  six  of  the  cooperatives  is  considerably  ^eater  than  that  found  in 
the  sales  of  the  merchants.  Taking  the  basis  most  unfavorable  to  the 
cooperatives,  that  is,  the  results  of  the  nonstaple  associations,  the 
comparison  with  the  merchants  is  favorable  to  the  cooperatives  in 
several  respects.  The  average  selling  price  of  the  cooperatives  vas 
$2.05  a  bale  lower  than  that  of  the  35  merchants  whose  figures  are 
presented.  Despite  this  comparative  handicap,  however,  the  growers' 
equity  on  the  sale  made  through  the  cooperative  was  $2.89  higher, 
on  the  average,  than  the  price  paid  bv  the  merchant  for  his  cotton. 
Moreover,  in  this  connection  it  is  well  to  bear  in  mind  that  the  cost 
of  cotton  to  the  merchant  is  far  from  being  the  price  paid  the  grower, 
as  the  bulk  of  the  cotton  of  the  average  cotton  merchant  reporting 
is  obtained  not  from  the  producer  directly  but  from  local  or  other 
dealers. 

The  average  general  expense  of  the  nonstaple  cooperatives  of  $5.57 
per  bale  was  approximately  31  cents  a  bale  higher  than  that  of  the 
merchants  and  tneir  interest  paid  was  54  cents  a  bale  greater.  These 
advantages  of  the  cotton  merchants  in  respect  to  lower  interest  charges 
and  handling  expense  were  more  than  onset  by  their  heavy  losses  on 
futures,  averaging  $5.47,  to  say  nothing  of  the  profit  retained,  averag- 
ing 32  cents  a  bale.  Reference  to  Appendix  Taole  IV  shows,  however, 
that  the  loss  of  the  merchants  on  futures  in  1923  was  by  far  the  largest 
loss  sustained  in  any  year  for  any  group  of  companies.  But  it  is  also 
true  that  the  net  income  per  bale  of  32  cents  was  only  one-fifth  to 
one-tenth  of  the  net  income  obtained  by  merchants  in  other  years. 

With  one  exception  the  associations  whose  figures  are  presented 
show  no  future  opera  .ons.  In  the  case  of  one  of  the  associations 
there  were  losses  on  futures  which  were  deducted  from  the  sales  since 
they  applied  to  only  one  of  the  six  associations.  It  should  also  be 
noted  Uiat  a  few  of  the  merchants  did  not  show  any  future  operations. 

The  results  for  the  staple  associations,  which  as  stated  can  not 
properly  be  compared  witn  those  of  the  merchants,  show  an  equity 
for  the  grower  between  $11  and  $12  a  bale  higher  than  that  of  the 
nonstaple  associations.  Such  a  result  might  well  be  expected  in 
view  01  the  greater  value  of  the  cotton  sold.  The  general  expense 
of  the  staple  associations  was  60  cents  per  bale  higher  than  that  of  the 
nonstaple  associations,  and  the  interest  charge  was  69  cents  higher,  so 
that  the  staple  associations  showed  a  total  cost  of  handling  of  $8.41 
per  bale  as  compared  with  $7.12  for  the  nonstaple  organizations. 

Because  of  the  fact  that  the  commission  has  no  adequate  data  for 
cooperatives  except  for  1922-23  the  comparisons  made  of  the  results 
of  merchants  ana  cooperatives  can  not  be  regarded  as  conclusive 
except  for  this  year.  The  crop  year  1922-23  witnessed  a  considerable 
advance  in  cotton  prices,  from  which  it  is  likely  that  the  cooperatives 
obtained  some  benefit,  especially  as  thev  did  not  generally  hedge. 
Whether  these  associations  would  be  able  to  show  as  advantageous 
results  in  a  year  of  declining  prices  can  be  determined  only  by  actual 
experience. 
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The  following  table  presents  certain  important  figures  for  each  of 
the  six  cooperative  associations: 

Table  16. — Selling  price,  expense,  and  interest  pet  hale  for  six  cooperative  market'- 

ing  associations 


Number  of  association 


No.  1 

No.  2 

No.  3 

No.  4 

No.  6 

No.  6 

Average 


NetseU- 
ing  price  > 


$161. 20 
141. 74 
144.60 
128.96 
138.36 
131.04 


137. 61 


General 
expense 


$6.39 
6.57 
6.02 
6.19 
5.36 
4.83 


fi.83 


Interest 


$1.55 
3.19 
1.97 
1.95 
1.01 
1.46 


1.86 


Total  ex- 
pense and 
interest 


$7.94 
9.76 
7.99 
8.14 
6.37 
6.29 


Producer's 
equity 


$153.26 
131.98 
136.61 
120.82 
131.99 
124.75 


129.92 


1 A  loss  on  futures  was  deducted  in  the  case  o(  one  associatiwi  before  arriying  at  tbis  price. 
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Chapter  V 

FUTURE  TRADING  AND  DELIVERIES 

t 

Section  1.  The  cotton  future  contract. 

The  two  Senate  resolutions  in  compliance  with  which  this  report  is 
made  direct  that  inquiry  be  made  into  the  operations  of  the  cotton 
futures  exchanges.  As  necessary  to  a  better  understanding  of  these 
operations  consideration  is  given  in  this  and  succeeding  sections  of 
this  chapter  to  the  nature  of  cotton  futures  contracts,  the  provisions 
of  the  cotton  futures  act  under  which  the  exchanges  operate,  and  the 
technique  of  the  futures  market. 

Futures  contracts  in  general  are  treated  in  considerable  detail  in  the 
commission's  report  on  ''Future  trading  operations  in  grain."^  It 
will  be  sufficient  here  to  make  reference  to  that  general  treatment, 
repeating  only  the  definition,  and  emphasizing  in  the  present  intro- 
ductory discussion  those  aspects  of  the  future  contract  peculiarly 
applicable  to  cotton  futures. 

In  the  report  referred  to  above  the  future  contract  is  defined  as 
*'  an  agreement  on  the  part  of  the  seller  to  deliver,  and  of  the  buyer  to 
receive  and  to  pay  a  certain  price  for,  a  certain  kind  and  quantity  of 
a  commodity,  at  some  specified  future  time,  under  conditions  pre- 
scribed by  an  exchange  or  understood  in  the  trade." 

In  cotton  futures  the  ''conditions  prescribed  by  the  exchange  or 
understood  in  the  trade''  under  which  the  contract  is  made  must  be 
in  harmony  with  the  provisions  of  the  United  States  cotton  futures 
act.  These  provisions  are  set  forth  elsewhere.  (See  p.  100.)  The 
so-called  section  5  contract — i.  e.,  the  contract  pro  video  for  in  section 
5  of  the  act — is  drawn  up  in  precise  form  in  the  by-laws  and  rules  of 
the  futures  exchanges,  and  the  forms  for  the  contract  required  by  the 
New  York  and  New  Orleans  Cotton  Exchanges  are  practically  alike. 
(See  Appendix  I.) 

The  contract  drawn  by  the  two  principal  cotton  exchanges '  instead 
of  stipulating  an  exact  number  of  bales  calls  for  about  100  square 
bales,  but  specifies  an  exact  weight  (50,000  pounds).*  The  provision 
thus  excludes  the  so-called  odd-lot  contract — the  contract  covering 
less  than  100  bales.  The  contract  specifies  middling  cotton,  at  a 
certain  price  per  pound,  but  provision  is  made  for  the  delivery  of 
other  grades  with  adjustment  in  price  in  accordance  with  the  pro- 
visions of  the  futures  act.     The  two  exchanges  prescribe  that  cotton 

1  Report  of  the  Federal  Trade  Commission  on  the  Grain  Trade,  Vol.  V,  "Futore  trading  operations  in 
grain,    pp.  44-51, 

» On  the  American  Cotton  and  Grain  Exchange  at  New  York,  however,  prior  to  its  suspension,  the 
unit  of  trading  was  5,000  pounds  in  about  10  square  bales.  This  unit  of  trading,  therefore,  was  one-tenth 
of  that  prevailing  in  both  the  New  York  and  New  Orleans  Cotton  Exchanges,  and  thus  resembles  the  1,W0- 
bushel  trading  unit  of  the  Chicago  Open  Board,  which  is  one-fifth  of  the  5,000-bushel  unit  on  the  Chicago 
Board  of  Trade  and  other  principal  grain  future  markets. 

»  Sec.  44,  paragraph  (j)  of  the  by-laws  and  rules  of  the  New  York  Cotton  Exchange  states  that  "The 
receiver  shall  not  be  required  to  accept  any  tender  varying  in  weight  more  than  1  per  cent  from  M,000 
pounds. 
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must  be  deKvered  from  licensed  warehouses  in  their  respective  ports 
and  the  New  Orleans  Exchange  requires  that  a  single  delivery  be 
made  from  not  more  than  two  licensed  warehouses  in  the  port  of 
New  Orleans.  In  either  market  delivery  must  be  made  between  the 
first  and  last  days,  inclusive,  of  the  stipulated  month,  the  day  of 
dehverv  within  such  month  being  at  the  option  of  the  seller.  The 
seller,  however,  is  required  to  give  notice  of  delivery  to  the  buyer 
which  under  the  cotton  futures  act  and  the  by-laws  and  rules  of  the 
two  exchanges  must  be  served  five  business  days  in  advance  of  the 
day  of  delivery.  The  contract  provides  that  the  cotton  shall  be  of 
or  within  the  grades  for  which  standards  are  established  by  the  Sec- 
retary of  Agriculture,  excluding  those  grades  prohibited  from  being 
dehvered  on  a  contract  by  the  futures  act,  and  that  it  shall  be  subject 
to  exchange  inspection. 

Contracts  are  entered  into  orally  in  transactions  at  the  "ring" 
(a  certain  place  on  the  floor  of  the  exchange),  but  are  in  due  course 
established  by  the  signing  of  printed  forms.  While  still  merely  oral, 
the  contracts  are  presumed  to  have  been  made  in  the  prescribed 
form  for  the  written  contract  and  have  under  the  exchange  by-laws 
the  same  standing,  force,  and  effect  as  the  written  contracts,  pro- 
vided that  written  notice  of  the  contract  is  given  by  one  of  the 
parties  to  the  other  during  the  day  on  which  the  contract  is  made 
or  on  the  next  business  day  thereafter.  This  notice  or  confirmation 
takes  the  form  of  a  slip  showing,  as  the  case  may  be,  to  whom  sold, 
or  from  whom  bought,  the  quantity  of  cotton  (i.  e.,  the  number  of 
contracts,  a  contract  covering  100  bales),  the  month  of  dehvery 
and  the  price  per  pound  for  middling  cotton.  The  party  signing 
agrees  to  carry  out  the  contract  in  accordance  with  the  by-laws  and 
rules  of  the  exchange  and  the  United  States  cotton  futures  act. 

The  general  form  and  content  of  the  contract,  therefore,  is  fixed 
by  the  United  States  cotton  futures  act  and  the  exchange  rules; 
only  the  price  per  pound  for  middling  cotton  and  the  month  of 
dehvery  are  left  to  the  buyer  and  seller  to  agree  upon.  While  all 
months  are  traded  in,  only  January,  March,  May,  July,  October, 
and  December  are  dealt  in  to  any  considerable  extent. 

The  parties  to  the  contract  are  held  strictly  to  its  terms  under  the 
law;  that  is,  at  the  maturity  of  the  contract,  the  seller  must  dehver 
and  the  buver  must  receive  the  cotton  called  for  by  the  contract. 
There  usually  is,  however,  imder  these  contracts,  as  under  other 
similar  future  contracts,  an  offsetting  of  sales  and  purchases  against 
each  other  before  the  maturity  of  the  rights  and  responsibilities  upon 
such  contracts  as  call  for  dehverv  at  the  same  time.  The  broker  is 
thus  reheved  of  two  obligations  that  cancel  each  other.  The  long  or 
short  customer  whose  contract  is  thus  settled  is  protected  by  the 
substitution  of  another  principal  at  the  other  end  of  his  trade.  In 
consideration  of  the  privilege  of  thus  making  substitutions  of  new 
principals  on  contracts^  the  broker  guarantees  all  contra  parties  on 
future  contracts  of  his  customers — performance  by  the  seller  is 
guaranteed  to  his  buying  customer  and  by  the  buyer  to  his  selling 
customer. 

Section  2.  Cotton  exchange  rules. 

The  more  important  cotton  exchanges  in  the  United  States  are 
not  organized  for  the  purpose  of  trade  or  profit  of  the  association  as 
»8599t— S.  Doc  100, 6»-l 8 
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such,  hut  rather  of  the  individual  members  thereof.  The  purposes 
of  the  New  Orleans  Cotton  Exchange,  as  stated  in  its  charter,*  are 
to  ''provide  and  maintain  suitable  rooms  for  a  cotton  and  conunercial 
exchange,  *  *  *  to  adjust  controversies  between  its  members, 
to  establish  just  and  equitable  principles,  uniform  usages,  rules,  and 
regulations,"  etc.  The  purposes  of  the  New  York  Cotton  Exchange, 
as  stated  in  its  charter,*  are  similar  to  the  foregoing,  and  likewise 
those  of  cotton  exchanges  in  several  other  cities,  such  as  Galveston 
(sec.  5  of  charter)  and  Houston  (sec.  2  of  charter).  In  fact,  many  of 
the  cotton  exchanges  organized  in  recent  years  have  copied  {he 
charters,  by-laws,  and  rules  of  the  older  exchanges,  makmg  such 
changes  merely  as  seemed  necessary  for  local  reasons. 

The  cotton  exchanges  are  directed  and  their  pohcies  formulat-ed 
by  elective  boards  of  directors.  The  chief  administrative  official  is 
the  secretary  or  superintendent.  Committees,  composed  of  members, 
are  provided  (either  by  appointment  or  election)  to  supervise  the 
various  departments  of  exchange  organization.  In  addition  the 
exchanges  usually  have  minor  officials  such  as  quotation  reporters, 
inspectors,  etc.,  and  other  employees. 

The  original  rules  and  regulations  of  the  older  cotton  exchanges 
have  been  changed,  amended,  and  repealed  from  time  to  time,  so 
that  those  in  use  to-day  are  substantially  different.  It  is  the  practice 
of  the  exchanges,  apparently,  to  consider  rules  carefully  before 
changing  them.  It  was  stated  to  representatives  of  the  conunission 
by  well-informed  members  of  the  exchanges  that,  while  the  exchanges 
were  willing  and  anxious  to  adopt  rules  which  would  improve  condi- 
tions in  the  trade,  the  benefits  from  the  change  must  be  apparent. 
In  other  words,  changes  were  made  only  after  long  and  careful 
consideration. 

From  the  study  of  the  rules  and  regulations  of  the  cotton  exchanges 
it  is  believed  that  there  is  still  room  for  improvement,  especially  in 
one  very  important  respect,  namely,  in  the  matter,  of  rules  and 
regulations  pertaining  to  the  elimination  of  comers  or  squeezes  or' 
manipulation  of  any  Kind.  The  results  of  the  conmiission's  inquiry 
show  that  such  rules  and  regulations  are  inadequate  to  prevent 
manipulation  of  futures. 

Representatives  of  the  cotton  exchanges  freely  admitted  that  the 
different  positions,  or  option  months,  were  frequently  "manipu- 
lated.*' It  was  stated  that  future  brokers  often  advised  their  cus- 
tomers not  to  attempt  to  hedge  in  the  near-by  position,  or  month, 
because  of  the  danger  of  manipulation. •  These  assertions  were  more 
generally  made  by  representatives  of  the  southern  cotton  exchanges 
and  usually  referred  to  the  New  York  cotton  futures  market.  Several 
well-informed  members  of  the  latter  exchange  acknowledged  that 
these  assertions  were  true  in  large  measure. 

In  1918  the  Secretary  of  Agriculture  recommended  that  the  cotton 
futures  exchanges  should  arbitrarily  control  the  future  price  of  cotton 
to  the  extent  that  prices  should  not  be  allowed  to  fluctuate  more  than 
2  cents  either  way  in  a  day.  The  recommendation  was  called  for  by 
the  unsettled  price  conditions  then  obtaining.  It  was  accepted  by  the 
exchanges  ana  put  into  effect  on  October  4,  1918,  and  has  oeen  main- 

*  Artide  n,  charter  New  Orleans  Cotton  Exchange 

»  Sec.  3,  charter  New  York  Cotton  Exchange. 

'  This  advice  was  given  at  times  because  the  market  was  too  narrow. 


tained  ever  since.  If  the  price  of  an  option  moves  up  2  cents  during 
a  day  trading  in  that  option  practically  ceases  for  the  day,  the 
same  being  true  if  the  price  declines  2  cents.  The  limitation  is 
figured  from  the  closing  bid  price  of  the  previous  session  if  prices 
during  the  day  are  all  on  one  side  of  such  closing;  but  the  movement 
upward  can  not  go  more  than  2  cents  above  a  previous  low  nor 
downward  more  than  2  cents  below  a  previous  high  price,  made 
within  the  same  day.  Trades  must  not  oe  made  at  prices  varying 
beyond  these  limits.'  This  regulation  has  a  tendency  to  prevent 
manipulation,  but  is  not  sufficient  to  eliminate  the  practice. 

In  one  important  respect  the  rules  of  the  two  large  exchanges 
dealing  in  futures,  New  York  and  New  Orleans,  are  of  considerable 
assistance  to  a  speculator  attempting  to  comer  the  market  or  squeeze 
the  shorts.  Thus,  the  rules  of  the  New  York  Cotton  Exchange  pro- 
vide in  case  of  an  unintentional  default  on  delivery  that  the  contract 
shall  be  settled  upon  the  basis  of  the  price  of  the  current  month,  plus 
a  penalty  of  one-half  cent  per  pound,  and  also  any  additional  loss 
that  maty  prove  to  have  been  incxu*red  not  covered  by  this  penalty. 
If  the  default  was  intentional  the  foregoing  basis  of  settlement  is 
prescribed  and  in  addition  thereto  the  defaulting  member  may  be 
expelled."  Under  the  rules  of  the  New  Orleans  Cotton  Exchange  a 
member  failing  to  deliver  or  receive  cotton  on  a  future  contra:ct  is 
liable  to  a  fine  of  twenty-five  one  hundredths  cent  per  pound  in  favor 
of  the  other  party  to  the  contract,  and  in  addition  must  settle  at  the 
market  price  for  spot  cotton,  provided  the  default  was  unintentional 
and  not  premeditated."  If  the  default  was  intentional  the  defaulting 
member  is  liable  to  suspension  or  expulsion  under  Article  VIII  of  the 
constitution  of  the  exchange. 

These  rules  regarding  default  on  delivery  on  future  contracts  are 
stringent  and  tend  to  make  corners  and  squeezes  more  disturbing  and 
violent.  If  the  rules  regarding  default  on  deUvery  were  along  the 
lines  of  those  of  the  grain  exchanges,  considerable  amelioration  of  the 
effects  of  corners  and  manipulation  probably  would  result.  Under 
the  rules  of  the  Chicago  Board  of  Trade,  for  example,  a  member  de- 
faulting on  a  future  contract  must  pay  a  price  held  to  be  the  true 
commercial  value  of  the  actual  grain,  and  must  also  pay  as  liquidated 
damages  a  penalty  of  from  1  per  cent  to  10  per  cent  of  this  value. 
Such  cases  of  default  are  handled  by  a  special  committee  appointed 
by  the  president  of  the  exchange,  which  determines  the  price  to  be 
paid  and  the  amount  of  the  penalty.^*'  It  does  not  appear  that  a 
similar  rule  could  not  be  devised  for  the  cotton  trade,  and  in  view  of 

T  The  rule  (28  at  New  York;  l-A  at  New  Orleans)  has  been  applied  in  a  number  of  Instances,  both  at 
New  York  and  New  Orleans. 

•  Rule  7. 

•  Rule  25,  sec.  1. 

w  Rule  XXIII,  sec.  1.  In  case  any  property  contracted  for  future  delivery  is  not  delivered  at  maturity 
of  contract  the  president  shall  appoint  a  committee  of  three  from  the  membership  at  large,  to  be  approved 
by  the  board  of  directors,  which  committee  shall  determine  as  nearly  as  possible  the  true  oommerciaJ  value 
of  the  commodity  in  question  on  the  day  of  the  maturity  of  the  contract,  and  the  price  so  established  shall 
be  the  basis  upon  which  settlement  is  made. 

It  shall  be  tne  duty  of  the  committee  in  determining  the  true  commercial  value  of  the  commodity  under 
this  rule  to  ascertain  its  value  in  other  established  markets,  or  for  manufacturing  or  consumptive  pur- 
poses, in  this  country,  together  with  such  other  facts  as  may  justly  enter  into  the  determination  of  its  value 

As  Uquidated  damage  the  seller  shall  pay  to  the  purchaser  not  less  than  1  per  cent  nor  more  than  10 

Eer  cent  of  the  value  of  the  commodity  as  established  by  the  committee;  the  percentage,  within  said 
mits,  to  be  such  as  in  the  Jud^ent  of  the  committee  may  be  just  and  equitable. 
Settlement  shall  be  made  without  delay  and  the  damage  as  determined  under  provisions  of  this  seo- 
tion  shall  be  immediately  due  and  payable. 

This  section  shall  not  be  construed  as  applying  to  any  parties  having  the  property  both  bought  and 
sold,  in  all  of  which  cases  settlement  shall  be  made  on  basis  of  prioes  established  by  the  contracts  in  such 
Instances 
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the  complaints  of  manipulation  of  the  cotton-futures  markets,  par- 
ticularly New  York,  every  effort  should  be  made  to  minimize  the 
f)ossibilities  of  comers  and  squeezes  and  all  other  forms  of  manipu- 
ation. 

Section  3.  The  United  States  cotton  fntnres  act. 

Prior  to  August  18,  1914,  when  the  present  cotton  futures  act  was 
passed,  and  since  1884  more  than  a  hundred  bills  variously  seeking  to 
control  or  abolish  cotton-futures  exchanges  had  been  introduced.  There 
were  many  persons,  both  in  and  out  of  Congress,  at  the  time  of  the 
passage  of  the  act  who  favored  legislation  abolishing  the  cotlon- 
lutures  exchanges,  but  the  opinion  that  the  exchanges,  under  certain 
restrictions,  nught  perform  a  useful  function  finally  prevailed  and 
resulted  in  regulatory  legislation. 

The  House  Committee  on  Agriculture,  which  recommended  for 
passage  the  bill  enacted  into  the  present  law,  held  that  hedges  on  the 
exchanges  were  the  only  effective  means  then  available  whereby  the 
merchant  or  the  manufacturer  could  avoid  speculation;  that  the 
purely  speculative  transactions  which  were  required  to  sustain  the 
exchanges,  if  free  from  manipulation,  tended  to  stabiUze  prices;  and 
that  the  manipulation  of  prices  through  operations  on  the  exchanges 
constituted  their  chief  abuse. 

Manipulation  on  the  exchanges,  it  was  held,  arose  from  the  follow- 
ing conaitions: 

(1)  Multiplicity  of  standards  of  classification  used  in  the  conduct  of  the  cotton 
business  in  various  parts  of  the  country;  (2)  a  system  (on  the  New  York  Cotton 
Exchange)  of  so-called  fixed  differences  between  values  of  grades  used  in  the 
settlement  of  exchange  contracts;  (3)  the  delivery  upon  exchange  contracts  of 
low  grade  or  inferior  cotton,  which  the  majority  of  spinners  could  not  use  in  their 
factories;  (4)  the  failure  of  tenders  of  cotton  on  exchange  contracts  to  show  the 
grades  to  be  delivered;  (5)  the  so-called  pro  forma  delivery  practice,  under  which 
long  periods  of  time  often  elapsed  before  the  person  obligated  by  an  exchange 
contract  to  receive  cotton  was  informed  of  the  grades,  although  he  had  been 
forced  through  the  exchange  rules  to  pay  for  it  at  the  time  fixed  for  delivery  by 
the  opposing  party  to  the  contract." 

The  cotton  futures  act  was  designed  to  correct  the  above  conditions 
by  the  establishment  of  certain  governmental  controls  and  certain 
trading  rules.  On  all  sales  of  cotton  for  future  delivery  made  on  an 
exchange  a  tax  of  2  cents  is  levied  for  each  pound  of  cotton  involved, 
except  that  contracts  which  comply  with  certain  requirements  speci- 
fied oy  the  act  are  exempted  from  the  tax.  These  requirements  are 
set  forth  in  sections  6,  6a,  and  10  of  the  act.  The  requirements  of 
each  section  constitute  those  for  a  separate  contract. 

A  ** section  5''  or  ''basis"  contract  must,  in  addition  to  other  mate- 
rial terms,  provide  (1)  for  the  use  of  grades  of  the  official  cotton 
standards  of  the  United  States  promulgated  by  the  Secretary  of 
Agriculture,  who  is  empowered  by  section  9  of  the  act  to  set  up  and 
promulgate  standards  of  cotton  cUssification ;  (2)  for  the  specifymg 
of  a  basis  grade  which  must  be  a  grade  tenderable  under  the  act, 
middling  being  deemed  the  basis  in  me  absence  of  specifications;  (3) 
for  the  use  of  actual  commercial  differences  in  the  values  of  the  respec- 
tive grades  in  the  settlement  of  the  contract,  which  the  Secretary  of 
Agriculture  is  authorized  in  section  6  to  determine;  (4)  for  the  exclu- 

"  The  United  States  Cotton  Futures  Act.  by  Francis  G.  Cafley,  Solicitor,  U.S.  Department  of  Agricul- 
ture, in  Service  aad  Regulatory  Announoements,  No.  5,  U.  S.  Department  of  Agriculture. 
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sion  from  delivery  of  certain  low-grade  and  inferior  kinds  of  cotton; 
(5)  for  the  tender  of  the  full  number  of  bales  and  full  weight  as  stipu- 
lated by  the  contract;  (6)  for  the  settlement  of  contracts  on  the 
basis  of  the  classification  of  cotton  tendered  under  regulations  pro- 
mulgated by  the  Secretary  of  Agriculture;  (7)  for  advance  written 
notice  of  the  date  of  delivery;  and  (8)  for  a  written  notice  or  certificate 
on  or  prior  to  delivery  identifying  each  bale  with  its  grade. 

The  "  section  6a "  contract  (first  provided  for  in  the  revision  of  the 
law  of  August  11,  1916)  contains,  in  addition  to  the  provisions  of  the 
section  6  contract  not  inconsistent  with  those  required  in  section  6a, 
the  provision  that  in  the  case  of  the  tender  of  grades  other  than  the 
basis  grade  the  parties  to  the  contract  may  at  me  time  of  the  tender 
ajgree  as  to  the  price  of  grade  or  grades  so  tendered,  and,  in  the  event 
they  do  not  agree,  the  buyer  has  the  right  to  demand  the  deUvery 
of  the  basis  grade  at  the  price  specified  in  the  contract.  Under  a 
section  5  contract  the  seller  elects  any  deliverable  grade  or  grades  in 
fulfillment  of  the  contract.  Under  a  section  6a  contract  tne  buyer 
may  demand  dehvery  of  the  basis  grade. 

A  *^ section  10"  or  ^'specific"  contract  must  specify,  in  addition 
to  other  material  terms,  the  grade,  type,  sample,  or  description  of 
the  cotton  involved  and  must  provide  that  cotton  of  the  kind  specified 
and  no  other  shall  be  tendered  or  delivered  and  that  delivery  shall 
not  be  avoided*'  by  means  of  ''set-off"  or  ''ring"  settlements. 
Under  this  contract  the  purchaser  can  be  sure,  as  he  can  not  under 
a  section  5  contract,  oi  getting  cotton  of  any  grade,  quality,  or 
length  of  staple  which  was  contracted  for. 

Correction  of  the  conditions  recited  above  as  contributing  to  the 
manipulation  of  price  on  the  exchange  was  thus  attempted  through 
the  act.  Instead  of  standards  of  classification  varying  with  the 
locality,  ''middling"  denoting  one  thing  in  one  market  and  another 
thing  m  another  market,  as  was  the  situation  prior  to  the  passage 
of  this  act,  standards  fixed  by  the  Government  became  general, 
since  contracts  dealt  in  on  futures  exchanges,  if  exempted  from  the 
prohibitive  tax,  must  relate  to  cotton  classified  in  accordance  with 
the  Government  standards.  Moreover,  quotations  on  spot  cotton, 
issued  by  exchanges  designated  by  the  Secretary  of  Agriculture  as  spot 
markets,  must  be  based  on  Government  standards  of  classification. 

So,  alsQ,  the  settlement  of  the  exchange  contract  through  the 
system  of  so-called  fixed  differences,  which  prevailed  on  the  New 
York  Cbtton  Exchange,  gave  way  to  a  settlement  by  a  system  of 
commercial  differences.  Under  the  old  practice  differences  in  the 
values  of  the  upper  and  lower  grades  from  the  basis  grade  were 
fixed  by  the  arbitrary  rulings  of  exchange  committees,  these  differ- 
ences often  standing  for  a  considerable  period  during  which  the 
relative  market  values  of  different  grades  oi  spot  cotton  were  chang- 
ing. Not  only  might  a  settlement  thus  be  forced  on  a  basis  of 
fictitious  values  as  compared  with  spot,  but  the  market  could  be 
manipulated  easily  witriin  certain  limits.  The  act  requires  the 
allowances  for  grades,  other  than  the  basis,  to  be  made  for  a  future 
market  having  no  bona  fide  spot  market  (such  as  New  York)  on  the 
average  of  dinerences  found  to  prevail  in  certain  markets  designated 
by  the  Secretary  of  Agriculture,  these  differences  to  be  arrived  at 


u  The  Unltwl  States  cotton  fatOTM  act  oms  the  word  "eftocted.** 
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each  day  under  the  supervision  of  the  Government;  and  for  a  futures 
market  having  a  spot  market  (such  as  New  Orleans)  on  the  differ- 
ences prevaiUng  in  its  own  spot  market. 

To  prevent  the  delivery  of  low  grades  and  inferior  cotton  which  the 
seller  under  conditions  prior  to  the  passage  of  the  act  had  a  right  to 
make,  and  which,  it  is  claimed,  depressed  the  price  of  the  future  con- 
tract, the  present  contract  is  required  to  contain  a  clause  prohibiting 
from  delivery  cotton  described  as  that  which — 

because  of  the  presence  of  extraneous  matter  of  any  character  or  irregularities  or 
defects,  is  reduced  in  value  below  that  of  low  middling,  or  cotton  that  is  below  the 
grade  of  low  middling,  or,  if  tinged,  cotton  that  is  below  the  grade  of* strict 
middling,  or,  if  yellow-stained,  cotton  that  is  below  the  grade  of  good  middling, 
the  grades  mentioned  being  of  the  official  cotton  standards  of  the  United  States, 
or  cotton  that  is  less  than  seven-eighths  of  an  inch  in  length  of  staple,  or  cotton 
of  perished  staple  or  of  immature  staple,  or  cotton  that  is  "gin  cut"  or  reginned, 
or  cotton  that  is  repacked,  or  "false  packed,"  or  *' mixed  packed,". or  "water 
packed." 

Under  conditions  as  they  were  prior  to  the  enactment  of  the  cotton 
futures  act,  tender  might  be  made  without  description  or  identification 
of  the  cotton  proposed  to  be  delivered,  introducing  an  unnecessary 
element  of  uncertainty  of  a  nature  to  depress  the  price  of  the  contract. 
There  might  elapse  even  a  considerable  period  of  time,  after  pajonent 
was  made  for  cotton  contracted  for,  before  the  buyer  wt»s  informed  of 
the  grades  tendered.  To  meet  this  situation  contracts  under  the 
cotton  futures  act  must  provide  that  on  the  fifth  business  day  prior 
to  delivery  written  notice  of  the  date  of  delivery  be  given.  Contracts 
must  also  provide — 

that,  on  or  prior  to  the  date  so  fixed  for  delivery,  and  in  advance  of  final  settle- 
ment of  the  contract,  the  person  making  the  tender  shall  furnish  to  the  person 
receiving  the  same  a  written  notice  or  certificate  stating  the  grade  of  each  indi- 
vidual bale  to  be  delivered  and,  by  means  of  marks  or  numbers,  identifying 
each  bale  with  its  grade. 

Differences  used  in  settlement  of  contracts  for  grades  above  and 
below  the  basis  must  be  based  on  the  value  of  spot  cotton  on  the 
sixth  business  day  prior  to  the  date  fixed  for  delivery;  that  is,  on 
the  business  day  immediately  precedirg  that  when  notice  of  delivery 
is  served. 

Section  4.  The  cotton  fntnres  market  and  its  technique. 

Tl\e  place  of  the  futures  Tnarket  in  the  cotton  trade. — The  cotton 
futures  market  was  not  developed  as  a  channel  of  trade  through  which 
the  cotton  grower  disposed  oi  his  crop  and  the  spinner  procured  his 
supply  of  raw  cotton.  Comparatively  little  actual  cotton  has  ever 
changed  ownership  through  tne  buj'ing  and  selling  which  take  place 
on  the  cotton  futures  exchanges.''  Tne  cotton  uitures  market  de- 
veloped rather  as  an  auxiliary  institution  connected  with  the  specu- 
lation in  cotton  prices,  the  financing  of  the  cotton  trade,  and  the 
counterbalancing  of  business  risks. 

The  last-mentioned  use  is  the  chief  use  which  the  cotton  mer- 
chants make  of  the  future  contract,  a  transaction  in  cotton  futures 
being  made  to  reduce  the  speculative  risks  from  changes  in  spot 
cotton  prices. 

>•  In  1921-22  the  future  contracts  executed  on  the  New  York  Cotton  Exchange  represented  78.301,700 
bales  of  cotton,  whereas  the  total  quantity  of  cotton  delivere<1  on  future  contracts  in  New  York  during  that 
year  amounted  to  only  546,800  bales.  Bimilar  figures  for  New  Orleans  were;  Ckmtracts  executed,  40,701,700 
bales;  deliveries,  101,400  bales. 


The  growth,  the  handling,  and  the  storage  of  cotton,  and  the 
equalization  of  the  supply  to  meet  mill  requirements  from  month  to 
month  between  crops,  involve  a  protractea  period  of  financing  with 
many  variations  oi  price  and  changes  of  ownership.  Dm-ing  this 
carrying  period  the  anticipation  of  future  prices  is  of  almost  as  much 
importance  to  the  cotton  and  textile  world  as  are  current  prices. 
The  person  whose  business,  as  merchant,  as  manufacturer,  as  banker, 
or  wnatsoever,  necessitates  a  direct  or  indirect  financial  interest  in 
spot  cotton  at  current  prices  may  wish  to  find  a  means  of  protecting 
himself  against  a  change  in  price  before  his  commitment  terminates. 
The  person  whose  busmess  necessitates  the  making  of  engagements 
involving  the  procurement  of  cotton  at  some  future  time  is  likely  to 
be  even  more  interested  in  the  future  price  of  cotton  than  in  its  present 
price,  and  such  a  person  may  be  eager  to  protect  himself  at  once,  for 
example,  because  of  the  sale  of  textiles  for  forward  delivery,  as  re- 
gards the  price  at  which  his  future  supply  of  cotton  is  to  be  obtained. 
In  brief,  wherever  a  commercial  transaction  involves  risk  as  regards 
the  price  of  spot  cotton  in  the  future,  the  futures  market  affords  the 
opportunity  for  ''hedging"  (by  a  purchase  of  futures  contempora- 
neously with  the  sale  of  goods  or  by  a  sale  of  futures  contempora- 
neously with  the  purchase  of  cotton,  for  example)  in  a  way  to  counter- 
balance in  large  measure  the  risk  from  price  changes.  ''Hedging" 
will  be  more  easily  understood  after  the  technique  of  futm^  trading 
has  been  considered  and  will  be  treated  in  section  8. 

Certain  conditions  connected  with  the  futures  market  enable  it  to 
focus  there  nearly  all  price  determining  influences: 

1.  There  are  out  two  important  cotton-futures  markets  in  the 
United  States,  the  New  York  Cotton  Exchange  and  the  New  Orleans 
Cotton  Exchange,^*  and  these  operate  in  almost  instantaneous  inter- 
communication, each  receiving  immediate  information  of  every  price 
made  in  the  other,  and  the  two  carrying  on  almost  a  constant  inter- 
change of  orders.  These  American  futures  markets,  interrelated  as 
they  are  with  the  Liverpool  cotton  futures  market,  constitute  a  re- 
markably close-knit  international  market. 

2.  A  wide  range  of  grades  and  types  of  cotton  are  deliverable  upon 
a  future  contract,  and  this  enables  the  futures  market,  though 
quoted  in  terms  of  the  price  of  middling  cotton,  to  indicate  the  trend 
of  cotton  prices  in  general,  except  where  manipulation  or  other  special 
conditions  vitiate  the  relation  between  spots  and  futures. 

3.  The  futures  market  expresses  anticipation  of  value  in  the  de- 
livery month  named  in  the  future  contracts.  The  nearer  future 
prices,  barring  artificial  disturbances  or  manipulation,  focus  the  judg- 
ment of  cotton  men  regarding  immediate  prospects  of  cotton  values; 
the  prices  of  the  more-distant  futures  represent  the  prevailing  present 
judgment  as  to  what  cotton  values  are  mostly  likely  to  be  a  longer 
look  ahead.  That  future  prices  are  accepted  as  expressing  the  general 
cotton-price  situation  as  evidenced  by  tlie  fact  that  business  in  spot 
cotton  IS  so  largely  conducted  in  terms  of  prices  made  on  the  basis 
of  future  quotations. 

In  order  that  the  relations  of  spot  prices  and  future  prices  may  be 
better  understood,  it  must  be  borne  in  mind  that  only  the  futures 

>*  The  future  trading  in  cotton  through  the  American  Cotton  and  Grain  Exchange,  New  York  City, 
amoonted  in  the  year  1021-23  to  only  4.6  per  cent  of  the  total  volume  of  all  the  future  tradiiur  in  the  United 
SUUt. 
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market  possesses  the  facilities  for  bringing  all  the  transactions  of  the 
country  into  focus  at  but  two  small  and  closely  connected  trading 
rings.  In  the  very  nature  of  things  the  spot  market  is  unable  to  de- 
velop any  such  highly  unified  institution  of  price  making  and  price 
registration — spot  trading  necessarily  being  conducted  at  a  vast 
number  of  scattered  points,  wherever  actual  cotton  is  to  be  bought 
and  sold.  Thus  it  becomes  clear  why  the  highly  developed  futures 
market  must  tend  to  have  a  very  considerable  influence  in  determin- 
ing cotton  prices,  whatever  the  locality  in  which  spot  cotton  is  bought 
and  sold.  General  market  conditions,  expressing  themselves  in  a 
broad  market,  rather  than  the  conditions  prevailing  in  the  particular 
locality,  largely  determine  the  value  of  cotton  in  that  locality  as  well 
elsewhere. 


as 


It  is  not  the  coincidence  of  spot  price  variations  with  the  varia- 
tions in  future  prices,  but  the  development  of  inconsistencies  in  price 
between  spots  and  futures,  wliich  is  the  phenomenon  requiring  ex- 
planation and  may,  if  prices  are  correctly  quoted,  indicate  imperfect 
functioning  on  the  part  of  spot  or  futures  market.  Wherever  con- 
centration of  trading  interest  or  other  power  of  manipulation  gives 
artificial  control  of  lutiire  prices  or  undue  influence  upon  them,  the 
operation  of  the  future  trading  svstem  as  a  method  of  anticipating 
future  values  of  cotton  is  marred  or  destroyed,  and  the  relation  of 
spot  prices  to  future  prices  probably  will  be  disturbed. 
,  The  elements  of  cotton  future  trading, — Trading  in  cotton  futures,  in 
its  elementary  aspects,  is  a  fairly  simple  subject.  The  development 
of  future  trading  through  many  decades,  however,  and  its  application 
to  various  phases  of  cotton  commerce,  have  resulted  in  the  develop- 
ment of  practices  and  the  establishment  of  highly  organized  methods 
which  appear  elusive  and  complicated. 

It  is  easy  to  imderstand  the  elementary  form  of  a  future  contract 
in  which  A  agrees  to  deliver  to  B  100  bales  of  cotton  in  a  future  month 
at  a  given  pnce.  It  is  easy  to  see,  also,  that  until  the  organization  of 
some  focal  market  for  such  trading,  a  party  wishing  to  enter  into  such 
a  contract  might  find  it  difficult  or  impossible  to  discover  another 
party  willing  to  take  the  other  end  of  the  trade.  This  difficulty 
would  recur  whenever  a  party  to  the  original  contract  (let  it  be  the 
seller)  sought  a  new  party,  when  his  need  of  the  original  contract  has 
come  to  an  ead,  to  whom  to  transfer  his  responsibihty  by  a  purchase 
which  would  offset  and  in  effect  cancel  his  previous  sale. 

Persons  and  concerns  interested  in  future  contracts  are  widely 
scattered,  and  they  wish  to  be  in  position  to  obtain  such  contracts 
when  they  i^nt  them  and  to  get  rid  of  the  liability  when  they  no 
longer  need  them,  especially  if  these  contracts  are  to  be  of  use  as 
protection  against  price  changes  on  spot  transactions,  since  the  future 
trade  must  be  maae  at  the  time  when  it  is  judged  best  to  make  the 
spot  transaction.  To  meet  such  needs,  among  others,  central  futures 
markets  have  been  developed,  where  intending  traders  from  all  over 
the  country,  and  also  from  abroad,  may  register  their  bids  and  offers 
and  buy  and  sell  at  a  price. 

Most  of  the  real  traders  on  such  an  exchange  are  not  personally  in 
the  market  at  all.  The  trades  are  actually  executed  by  a  compara- 
tively small  number  of  members  of  the  exchange,  actmg  chiefly  as 
brokers,  any  one  of  whom,  however,  is  free  at  any  time  to  speculate 
in  cotton  future  contracts  for  his  own  account. 


A  secondanr  conscauence  of  the  situation  by  which  scattered 
traders  have  their  purchases  and  sales  handled  by  a  market  of  brokers 
is  the  development  of  special  relations  between  the  customer  as  prin- 
cipal and  the  broker  as  his  agent,  on  the  one  hand,  and  of  another 
set  of  special  relations  between  brokers  in  their  dealings  with  each 
other  on  behalf  of  their  principals.  The  broker  is  authorized  by  the 
rules  of  the  exchanges  to  treat  contracts  made  for  his  customers  as  if 
they  were  made  for  himself,  specifically  with  reference  to  settling 
them  by  offset;  and  the  broker  in  return  guarantees  the  contract  to 
his  customer,  who  is  his  principal.  The  latter  is  therefore  without 
concern  as  to  who  may  be  the  principal  at  the  other  end  of  his  trade. 
In  fact,  he  is  not  informed  of  the  name  of  the  other  party  and  is  in- 
formed as  to  who  is  the  broker  on  the  other  side  merely  as  a  safeguard 
against  the  '/bucketing"  of  his  order  and  not  at  all  because  the  finan- 
cial responsibility  of  the  other  principal  on  the  contract,  or  even  of 
the  other  broker,  is  of  interest  to  him,  as  it  certainly  would  be  in  an 
ordinary  contract  of  sale. 

By  such  means  a  maximum  degree  of  facilitjr  in  the  transfer  of  the 
obligations  arising  out  of  future  contracts  is  developed.  Either 
initiator  of  the  original  contract  referred  to  for  illustration  may  leave 
or  enter  the  futures  market  at  will  without  the  necessity  of  consulting 
the  other  party  to  the  original  contract.  In  fact,  it  becomes  unneces- 
sary for  the  person  buying  or  selling  through  a  broker  even  to  know 
witii  what  other  broker  the  contract  has  been  executed. 

Notwithstanding  the  facility  with  which  the  system  enables  any 
buyer  or  seller  to  open  and  close  contracts  at  will,  the  obligation  of 
the  contracts  nevertheless  remains  intact,  so  that  any  purchaser  or 
seller  of  a  future  may  confidently  expect  delivery  of  cotton  bought 
by  way  of  the  futures,  and  may  confidently  expect  payment  upon 
delivery  of  cotton  thus  sold.  Indeed  the  enhanced  responsibility  of 
the  broker  doubtless  means  a  much  less  frequent  failure  of  specific 

Eerformance,  as  regards  the  principal  on  a  contract  made  through  a 
roker,  than  in  the  case  of  ordinary  purchases  and  sales. 
This  freedom  of  all  parties  to  close  contracts  or  to  hold  till  maturity 
and  fulfillment  at  will  is  rendered  possible  by  the  fact  that,  through 
the  method  of  offsetting  and  settlement  by  the  payment  and  receipt 
of  balances,  no  matter  how  many  buyers  and  sellers  may  have  come 
in  and  gone  out  of  the  market,  the  contracts  ultimately  remaining 
for  fulfillment  by  delivery  will  be  between  those  who,  imder  the  pre- 
vailing market  conditions,  on  the  one  side  wish  to  make  delivery  and 
on  the  other  side  to  take  the  cotton. 

A  weakness  of  the  system  appears  to  go  with  its  advantages.  It 
appears  not  to  yield  as  much  knowledge  of  prevailing  market  condi- 
tions to  outside  future  traders,  for  whom  the  brokers  are  technically 
merely  agents,  as  it  does  to  the  brokers  who  operate  within  the 
exchange.  Large  speculators,  who  are  presumably  members  whether 
they  execute  their  own  trades  or  employ  brokers,  however,  have  this 
intimate  knowledge  of  pit  conditions  and  other  conditions.  With 
respect  to  this  situation  it  might  be  appropriate  to  establish  public 
supervision  in  order  to  prevent  the  practice  by  insiders  of  activities 
adverse  to  the  interests  of  the  outside  clientele  which  it  is  the  primary 
function  of  the  brokers  to  serve. 

The  occasion  for  rules  governing  future  trading, — The  cotton  futures 
market  is  characterized  by  a  comprehensive  system  of  rigid  rules, 
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especially  as  compared  with  the  spot  cotton  markets.  The  chief 
reasons  for  such  a  difference  in  degree  of  regulation  are  not  difficult  to 
grasp.  In  the  first  place,  as  already  indicated,  those  taking  part  in 
future  trading  need  a  definite  basis  of  understanding  exprassed  in 
established  rules  because  they  represent  widely  scattered  and  varied 
interests,  among  others,  the  numerous  hedgers,  whether  cotton  mer- 
chants or  spinners,  a  considerable  number  of  cotton  futures  specula- 
tors, and  the  two  small  groups  of  futures  brokers  at  New  York  and 
New  Orleans.  When  actual  cotton  is  bought  and  sold,  on  the 
contrary,  the  parties  to  the  trade  make  a  specific  agreement  regarding 
prices  and  the  delivery  of  certain  designated  cotton.  The  terms  of 
such  a  transaction  are  relatively  complete,  and  the  relation  between 
the  parties  is  relatively  direct.  Moreover,  in  a  spot  transaction  the 
makmg  of  the  agreement  will  generally  be  followed  by  actual  delivery. 
With  respect  to  such  transactions  there  is  no  obvious  need  of  much 
regulation  beyond  that  which  is  provided  by  ordinary  conimercial 
law.  The  future  contract,  by  contrast,  does  not  relate  to  any  specific 
cotton,  only  broadly  limiting  the  range  of  quality  deliverable  in 
fulfillment  of  the  contract. 

The  future  contract  may  be  satisfied  by  delivery  of  any  sort  of 
cotton  within  a  wide  range  of  specified  qualities.  The  purpose  of  this 
policy  is  to  make  the  contract  so  general  as  regards  the  cotton  repre- 
sented that  the  price  of  a  future  may  best  represent  the  value  of  mer- 
chantable cotton  of  average  grade  unaffected  by  comers  and  manipu- 
lations designed  to  exploit  variations  in  the  crop  from  year  to  year 
or  other  variations  in  supply  and  demand.  Tne  system  of  offset 
and  substitution  of  future  contracts  has  been  developed  to  a  remark- 
able degree,  largely  as  a  speculative  convenience,  but  also  largely  in 
recognition  of  the  fact  that  avoidance  of  risk  rather  than  the  disposal 
or  procurement  of  cotton,  is  a  primary  function  of  future  trading. 

The  adaptability  of  a  contract  so  abstract  as  regards  the  commodity 
to  be  delivered  and  the  final  price  to  be  paid,  and  so  abstract  also  as 
regards  the  parties  who  eventually  may  fulfill  the  contract,  necessitate 
the  development  of  rules  to  the  point  where  nothing  regarding  the 
transaction  remains  to  be  specifically  agreed  upon  except  the  debvery 
month  and  the  pgice. 

The  multiplicity  of  future  trading  rules  is  largely  to  be  explained 
by  the  aim,  on  the  one  hand,  to  make  the  contract  perfectly  general 
as  regards  the  cotton  deliverable  and  its  obligations  perfectly  trans- 
ferable as  between  its  parties,  and  yet,  on  the  other  hand,  to  make  it 
perfectly  enforcible  by  any  party  who  may  wish  to  demand  the  accept- 
ance or  delivery  of  cotton  as  provided  in  the  contract.  Such  demand 
is  of  course  relatively  infrequent  and  therefore  delivery  is  seldom 
made. 

A  further  reason  for  the  development  of  rigid  rules  covering  trading 
in  cotton  futures  lies  in  the  fact  that  future  contracts  have  to  be 
executed  at  one  or  the  other  of  two  points  in  the  United  States,  the 
New  York  or  the  New  Orleans  market,  and  that  those  desiring  to  make 
such  contracts  can  not  possibly  meet  to  transact  their  own  business 
but  are  compelled  to  rely  upon  brokers  and  other  market  agencies  to 
effect  the  contractual  connection  between  these  distant  principals 
who  are  imknown  to  each  other.  Under  such  conditions  aangers  of 
irregularity,  or  of  want  of  fidehty,  on  the  part  of  brokers  executing  the 
orders  of  distant  cHents,  have  led  to  a  progressive  development  of  pro- 


cautionary  rules  and  regulations,  but  it  appears  to  be  necessary  to 
add  that  the  exchanges  have  paid  a  great  deal  of  attention  to  the 
interests  of  their  own  members  in  this  respect  and  comparatively 
little  to  the  rights  and  interests  of  customers  as  such. 

Last  but  not  least,  the  speculative  character  of  much  of  the  future 
trading  and  the  increase  of  risk  which  the  system  facilitates  by  per- 
mitting, if  not  encouraging,  extensive  commitments  on  the  basis  of 
comparatively  narrow  margins  and  resources,  makes  it  necessary  to 
safeguard  members  and  others  against  attempting  to  stretch  the 
structure  of  credit  beyond  the  danger  point.  Margins  must  be  pro- 
vided without  delay  and  obligations  to  deliver  or  receive  and  pay  for, 
etc.,  promptly  met,  or  else  extreme  penalties  are  prescribed. 

The  physical  equipment  and  faciliHes  of  the  cotton  futures  market. — 
The  physical  equipment  of  a  cotton  futures  market  is  simple.  There 
is  a  large  room  with  a  liigh  ceiling  in  which  the  traders,  assisted  by  a 
corps  of  messengers  and  clerks,  assemble.  The  equipment  of  this 
room  consists  of:  (1)  The  futm*e  trading  ring;  (2)  telegraph  and  tele- 
phone connections;  (3)  blackboards  with  facilities  for  recording  the 
prices  on  current  trades;  (4)  market  news  tickers;  (5)  boards  of  eSiibit 
upon  which  are  posted  statistical  data,  weather  reports,  crop  condi- 
tions, etc.;  and  (6)  a  supply  of  chairs  and  benches.  There  are  no 
samples  of  cotton  nor  any  need  for  them  in  a  cotton  futures  market, 
since  all  contracts  are  based  upon  provisions  as  to  grade  and  staple 
contained  in  the  rules  and  in  the  United  States  cotton  futures  act. 

Auxiliarv  to  the  cotton  futures  market  and  located  in  the  vicinity 
of  the  trading  room,  are  the  rooms  of  the  administrative  division  of  the 
cotton  exchange,  the  offices  of  cotton  futures  brokers,  and  some  place 
where  clearing  house  or  ringing-out  operations  for  the  settlement  of 
future  contracts  can  be  attended  to. 

The  future  trading  ring. — The  future  trading  ring  is  located  near 
one  end  of  the  cotton-exchange  room,  affording  an  easy  view  of  the 
blackboard  space,  which  is  provided  on  adjacent  walls  well  above 
the  heads  of  the  men  in  the  ring  or  pit.  It  is  about  30  to  35  feet 
in  diameter  and  consists  of  a  ring-shaped  platform  rising  from  the 
floor  by  a  series  of  three  to  five  steps  to  a  height  of  about  2\  feet, 
and  on  the  inside  descending  again  by  a  tier  of  four  or  five  steps  to 
the  floor.  The  central  floor  space  of  the  ring,  about  12  feet  in  diam- 
eter, is  kept  clear  by  a  railing,  behind  which  the  traders  stand  upon 
the  tiers  of  steps,  facing  each  other  across  the  open  center  space,  so 
that  each  trader  may  be  clearly  seen  and  may  see  all  the  other  traders 
gesticulating  and  shouting  their  bids  and  offers  or  acceptances  across 
the  ring.     All  future  trades  are  supposed  to  be  executed  in  the  ring. 

The  tehgraph  and  telephone  connections. — Not  far  distant  from  the 
ring,  spaces  are  provided  fcft  batteries  of  telegraph  instruments  and 
for  sets  of  telephone  booths.  Through  the  telegraphic  connections 
thus  located  near  the  ring  the  large  telegraph  companies  receive 
and  deliver  telegrams  from  clients  to  brokei-s,  ordering  purchases  or 
sales  of  future  contracts.  These  connections  also  enable  the  brokers 
to  make  almost  instantaneous  report  of  the  execution  of  clients' 
orders.  There  is  also  a  telegraphic  reporter's  equipment  through 
which  continuous  cotton  marKet  quotations  are  sent  out  to  a  con- 
siderable clientele  by  the  Western  Union  Telegraph  Co.  The  tele- 
phone booths  on  the  exchange  floor  belong  to  certain  brokers  and 
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contain  direct  wires  to  the  offices  of  those  brokers,  as  well  as  con- 
nections with  the  public  telephone  system. 

Blackboards  and  facilities  fir  recording  the  prices  on  current  trades. — 
As  already  stated,  there  is  a  system  of  blackboards  high  on  the 
walls  adjacent  to  the  ring  on  which  current  cotton  phces  from  all  the 
leading  cotton  futures  markets  are  recorded. 

In  the  New  Orleans  market  there  is  a  reporter  who  stands  in  the 
open  space  at  the  center  of  the  ring,  inside  the  railing,  and  calls  out 
tne  prices  at  which  contracts  are  executed  to  the  recording  clerk  who 
stands  upon  the  scaffold  at  the  blackboard  and  posts  the  tiAie  and 
price  of  each  sale.  In  New  York,  where  the  number  of  traders  and 
the  volume  of  trading  are  larger,  the  prices  of  all  trades  are  noted  by 
a  corps  of  reporters  who  stand  about  the  ring.  The  moment  a  sale 
is  made  a  reporter  writes  the  time,  the  price,  and  the  option  upon  a 
slip  and  this  slip  is  handed  up  to  a  special  telephone  operator  at  the 
side  of  the  ring  who  repeats  the  price  through  a  telephone  system  to 
the  recording  clerk  on  the  scaffold  at  the  blackboard.  The  recording 
clerk  at  the  blackboard  wears  a  telephone  operator's  head  set,  the 
connection  to  which  is  equipped  with  an  attachment  that  rolls  along 
an  overhead  track,  enabling  the  recording  clerk  to  move  freely  from 
point  to  point  before  the  blackboard  without  interrupting  his  con- 
nection with  the  telephone  operator  at  the  ring  who  reports  the 
prices  to  be  recorded.  The  prices  thus  reported  from  the  ring  direct 
to  the  blackboard  are  at  the  same  instant  telegraphed  by  a  Western 
Union  operator  from  the  ring  in  New  York  to  New  Orleans  and  from 
the  New  Orleans  ring  to  New  York,  and  almost  simultaneously 
recorded  upon  the  blackboard  of  the  distant  market.  The  traders 
in  each  future  market  thus  have  before  them  a  blackboard  record  of 
all  the  prices  as  made  in  both  markets,  as  well  as  a  similar  record  of 
the  Liverpool  market. 

Market  news  tickers. —  Market  news  tickers  of  the  various  service 
organizations,  though  not  actually  a  part  of  the  equipment  of  a 
cotton  futures  market,  are  installed  upon  the  floor  of  the  exchange 
as  a  convenience  to  the  members. 

Boards  of  statistical  exhibit. — ^A  certain  portion  of  the  exchange 
floor  is  devoted  to  upright  boards,  on  both  sides  of  which  are  posted 
in  more  or  less  systematic  form  statistical  data  of  various  Kinds, 
weather  reports,  crop  conditions,  shipping  rates,  and  other  market 
news,  coUected  by  the  statistical  division  of  the  cotton  exchange. 

Seating  accommodation. — ^A  portion  of  the  floor  affording  a  good 
view  of  the  blackboards  and  the  operations  in  the  ring  is  provided 
with  chairs  and  benches  for  the  accommodation  of  spot  and  future 
traders  and  others  interested  in  the  market  but  not  at  the  moment 
taking  part  in  person  in  the  activities  o^  the  future  trading  ring. 

Hours  of  trading. — The  cotton  futures  market  in  New  York  is  open 
from  10  a.  m.  until  3  p.  m.,  eastern  time,  and  in  order  that  the  hours 
of  trading  in  the  two  American  markets  may  coincide  the  New 
Orleans  market  is  opened  at  9  a.  m.,  central  time,  with  special  summer 
adjustments  occasioned  by  daylight-saving  r^ulations.     The  Liver- 

Eool  market  opens  five  hours  earlier  than  the  American  markets, 
ut  the  Liverpool  session  lasts  for  six  hours,  so  that  its  operations 
overlap  those  of  the  American  markets  by  one  hour. 

Trading  before  or  after  hours  is  forbidden  by  the  rules  of  both  the 
New  York  and  New  Orleans  exchanges,  but  it  appears  that  a  small 


amount  of  trading  after  the  close  frequently  occurs,  and  is  tolerated, 
the  explanation  being  that  such  trading  serves  merely  to  complete 
the  execution  of  orders  received  with  instructions  to  execute  at  the 
closing  market  price  and  also  that  it  enables  brokers  to  correct  errors 
and  even  up  their  trades.  Trading  after  the  close  is  sometimes 
termed  execution  of  orders  "on  the  curb." 

The  function  of  ring  trading.— The  trading  in  a  cotton  futures  market 
consists  chiefly  m  the  execution  of  telegraphic  and  telephone  orders  to 
buy  and  sell  future  contracts.  The  trading  ring  performs  the  func- 
tions of  a  switchboard  making  connections  between  distant  buyers 
and  sellers.  Persons  or  concerns  wherever  located  who  wish  to  buy 
or  sell  cotton  future  contracts  wire  their  orders  to  their  brokers 
and  these  messages  ordinarily  are  delivered  to  the  broker's  repre- 
sentative at  the  exchange.  It  is  across  the  future  trading  ring  that 
the  connection  is  struck  between  each  of  these  orders  to  buy  or  to 
sell  and  an  opposite  order. 

The  process  of  trading  for  customers  within  the  ring  is  one  of 
fitting  orders  to  buy  against  orders  to  sell,  merely  with  a  broader 
provision  for  obtaining  a  coincidence  of  orders  to  buy  and  to  sell 
than  can  be  secured  within  the  office  of  a  single  broker.  Many 
orders  direct  a  purchase  or  sale  at  the  market  price.  Such  orders 
will  always  be  filled,  but  the  quality  of  the  execution  obtained  depends 
upon  the  skill  of  the  broker.  Others  are  given  with  a  limit,  to  be 
executed  only  when  the  market  reaches  a  certain  named  figure. 
An  order  often  specifies  price  conditions  which  it  is  difficult  or  im- 
possible to  satisfy  in  the  market.  It  is  the  function  of  the  trading 
ring,  however,  to  secure  execution  of  every  order  to  buy  or  sell  5 
the  price  set  is  reached  in  the  prescribed  period.  The  various 
brokers,  however,  are  expected  to  serve  the  interests  of  their  respec- 
tive customers  and  ordinarily  do  not  show  how  much  latitude  orders 
from  their  customers  allow  them  or  make  an  offer  under  a  limit 
until  there  seems  to  be  a  prospect  of  execution. 

In  addition  to  affording  the  opportunity  to  make  a  connection  be- 
tween outside  orders  to  buy  and  sell,  the  future  trading  ring  permits 
naembers  present  who  trade  for  their  own  accounts  to  accept  at  their 
discretion  offers  to  buy  or  sell.  In  this  way  there  is  provided  a  means 
of  execution  of  some  outside  orders  which  could  not  at  the  moment 
be  met  by  opposite  outside  orders  reaching  the  ring.  The  volume  of 
such  floor  trade  is  considerable.  Such  traders  usually  both  buy  and 
sell  in  the  same  day,  taking  small  profits  or  losses  and  seldom  carry- 
ing trades  open  over  night. 

The  technique,  of  ring  tradina.~The  method  of  executing  cotton 
future  trading  orders  is  not  absolutely  uniform  but  substantially  is 
as  follows:  A  trading  order  addressed  to  a  certain  firm  of  futures  bro- 
kers reaches  the  cotton-exchange  station  of  one  of  the  telegraph 
companies,  and  is  immediately  written  upon  a  telegraph  blank  and 
handed  to  the  floor  representative  of  the  broker  addressed.  The 
order  may  read:  "Buy  one  October,"  or  "sell  one  December,"  or 
"sell  one  October  at  2L68,"  or  "buy  one  October  at  21.75  stop." 
When  trading  is  active  such  orders  are  reaching  the  market  contin- 
uously. 

The  simple  order  "buy  (or  sell)  one  January"  means  that  the  con- 
tract indicated  is  to  be  executed  immediately  at  the  most  favorable 
price  which  can  be  obtained  in  the  market.     An  order  to  buy  or  sell 
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at  a  specified  price  means  that  the  trade  is  to  be  executed  if  execu- 
tion is  possible  during  the  day  at  the  price  named,  or  at  any  better 
price,  but  the  broker  does  not  exercise  discretion  and  wait  for  a 
better  price. 

An  order  which  is  terminated  with  the  word  "stop'*  is  a  ''stop- 
loss"  order.  A  stop  loss  selling  order  names  a  price  below  that  which 
would  be  obtainable  in  the  market  at  the  moment,  and  a  stop-loss 
buying  order  names  a  price  above  that  which  it  would  be  necessary  to 
pay  in  the  market.  Such  orders  become  market  orders  if  the  fluctua- 
tion in  the  market  carries  the  price  to  that  named  in  the  selling  or 
buying  order.  The  order  is  executed  as  soon  after  the  named  price  is 
reached  as  is  practicable,  but  not  necessarily  at  that  price.  Stop-loss 
orders  are  given  by  traders  who  desire  to  limit  the  amount  of  loss  they 
may  suffer  by  an  advei'se  fluctuation  but  at  the  same  time  desire  to 
retain  their  future  holdings,  thus  conditionally,  if  the  movement  of  the 
market  is  in  their  favor. 

When  an  order,  other  than  a  conditional  order,  is  handed  to  a 
broker  in  the  trading  ring,  he  gesticulates  violently  to  attract  atten- 
tion amid  the  noise  and  commotion  of  the  market,  and  at  a  favorable 
moment  shouts  his  bid  or  offer  into  the  ring.  Tlie  understanding 
is  that  any  broker  who  is  offering  a  given  month  has  the  floor  as 
against  any  broker  who  would  offer  the  same  month  at  a  higher  price, 
and  any  broker  who  at  a  given  moment  is  bidding  for  a  certain  month 
at  a  given  price  has  the  floor  as  against  any  broker  who  would  bid  a 
lower  price.  In  periods  of  great  activity  it  appears  that  this  prin- 
ciple of  floor  priority  is  not  closely  observed. 

The  method  of  accepting  an  offer  or  a  bid  in  the  New  Orleans 
market  is  to  shout  the  word  "Sold,"  the  trader  accepting  an  offer 
indicating  by  gesture  whose  offer  he  accepts.  Each  trader,  or  an 
assistant  standing  behind  him,  then  makes  out  a  contract  slip  in  pencil 
stating  names  of  purshaser  and  seller,  the  month  and  price  and  the 
number  of  contracts.  When  these  contract  slips  have  been  filled  out 
one  of  the  traders  at  a  favorable  opportunity  attracts  the  attention 
of  the  other  broker  and  confirms  the  transaction  by  saying  "  I  bought 
(or  sold)  one  October  from  (or  to)  you  at  — — ."  Ii  correct,  the  second 
trader  answers  "sign  it,"  and  each  by  this  authority  signs  the  name 
of  the  other  to  complete  the  contract  slip.  This  record  is  more  for- 
mally confirmed  on  the  following  day  by  the  interchange  of  con- 
firmation slips  between  the  brokerage  nouses. 

In  New  York  the  system  of  accepting  offers  or  bids "  and  confirm- 
ing transactions  is  fundamentally  the  same,  but  technically  somewhat 
different.  When  a  ring  trader  shouts  his  bid  into  the  ring  and  a 
second  trader  wishes  to  accept  it  he  shouts  "Sold"  just  as  is  done  in 
New  Orleans.  But  when  a  trader  in  New  York  wishes  to  accept  an 
offer  in  the  ring  he  does  not  cry  "Sold,"  as  would  the  trader  in  New 
Orleans,  but  instead  cries  "I  take  it."  The  New  York  traders  seem 
to  feel  that  this  difference  in  method  of  accepting  offers  tends  to 
reduce  misunderstanding  and  error. 

In  New  Y(rk,  again,  no  attempt  is  made  to  confirm  any  trades 
by  repetition  across  the  ring,  and  no  trader  signs  the  name  of  the 
opposite  trader  to  any  contract  slips.  All  sups  are  written  out 
and  at  the  close  of  the  day's  trading  are  arranged  upon  improvised 

1* "  Offer",  i.  e..  the  seller's  offer  of  a  given  option  at  a  given  priot;  "bid."  i.  t^  Um  bujer's  bid  tor  a  given 
option  at  a  ^ven  price. 


tables  on  the  exchange  floor,  and  a  representative  of  each  trader 
signs  the  slips  of  all  the  other  brokers  with  whom  contracts  have 
been  executed  in  the  trading  ring  during  that  day.  In  New  York 
there  is  no  further  confirmation  of  these  trades  between  brokerage 
houses  on  the  following  day,  but  all  brokers  carrying  contracts  report 
all  trades  each  evening  to  the  New  York  Cotton  Exchange  Clearing 
Association,  and  if  any  disagreement  appears  the  clearing  association 
requires  the  brokers  concerned  to  correct  it,  and  in  addition  fines 
those  in  error  $5  for  each  error  made  in  their  reports.  The  purpose 
of  these  fines  is  to  encourage  greater  care  and  accuracy. 

Imperfections  in  the  functioning  of  the  future  trading  rinq, — Simple 
as  the  functioning  of  the  future  trading  ring  may  seem,  in  practice 
there  is  some  friction  in  operation.  As  a  result  ol  the  execution  of  a 
flood  of  ordere  through  the  traditional  means  of  an  intermingled 
shouting  of  bids  and  offers  across  the  ring,  it  is  reported  that  in 
nioments  of  excited  trading  contracts  will  sometimes  be  executed 
side  by  side  at  prices  inconsistent  one  with  the  other.  In  a  rapidly 
advancing  market,  for  example,  it  has  been  observed  that  a  contract 
was  executed  at  21.85  cents  per  pound,  and,  in  the  confusion,  a  con- 
tract in  the  same  month  of  delivery  was  immediately  offered  at  less 
than  21.40  cents  per  pound. 

The  functions  and  technioue  of  the  cotton  futures  hroJcer's  office'. — 
By  far  the  greater  part  of  the  trading  in  the  futures  ring  is  done  by 
brokers  acting  for  others.  The  exact  volume  or  proportion  of  con- 
tracts executed  by  members  on  their  own  behalf  is  not  available. 
The  great  majority  of  the  traders,  however,  are  brokers  and  a  large 
part  of  their  trading  consists  in  the  execution  of  orders  telephoned 
or  telegraphed  to  the  exchange. 

The  function  of  the  futures  broker  can  be  properly  understood  only 
if  it  is  borne  in  mind,  as  heretofore  explained,  that  the  futures  ring 
is  the  point  of  contact  through  which  all  traders  in  futures  must  make 
their  contract  connections  with  each  other.  It  is  primarily  through 
the  futures  broker  that  the  orders  of  contracting  parties  are  brouglit 
to  a  focus.  The  broker's  office  offers  the  intending  trader  an  entry- 
way  or  means  of  reaching  the  ring  and  of  trading  there.  In  the  New 
Orleans  futures  market  practically  all  trades  come  tlirough  one  or 
another  of  about  30  to  40  brokers.  In  the  New  York  ring  there  are 
perhaps  75  brokers  through  whom  a  contract  may  be  executed.  It  is 
through  such  a  system  of  concentration  that  the  orders  for  the  pur- 
chase and  sale  of  cotton  futures  in  the  United  States  are  brought 
into  such  relation  that  they  can  be  executed  in  but  two  relatively 
small  trading  rings  and  the  price  of  every  trade  recorded. 

With  reference  to  the  trading  on  a  futures  exchange  by  nonmembers 
and  by  members  who  similarly  utilize  the  facilities  of  a  broker's  office, 
the  broker  is  an  agent  of  his  customer  who  is  legally  the  principal  on 
all  contracts  made  on  his  behalf.  As  agent  for  his  customer  the 
broker  receives  and  executes  orders,  confirms  them  to  brokers  at  the 
other  end  of  trades  and  to  the  customers  for  whom  they  are  made, 
protects  the  trades  by  margin  deposits  with  brokers  on  the  opposite 
side  (if  on  the  New  Orleans  Exchange)  and  exacts  similar  deposits 
from  them,  or  (if  on  the  New  York  Exchange)  with  the  dealing 
house  on  net  open  trades,  and  accounts  for  profits  or  losses  and  inci- 
dental costs  in  the  way  of  commissions,  taxes,  and  other  incidentals 
to  the  customer.     The  broker  is  accountable  by  law  to  his  customer 
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under  an  implied  contract  of  agency  and  also  as  a  trustee  of  funds 
deposited  to  protect  contracts.  The  customer  may  also  to  a  limited 
extent  utilize  the  rules  and  practices  of  the  exchange  in  securing  the 
fulfillment  of  obligations  of  the  broker  to  him.  The  broker  protects 
himself  as  regards  the  financial  responsibihty  of  his  customers  by 
requiring  margin  deposits  from  them,  and  he  may  also  require  margin 
deposits  from  the  otner  brokers  with  whom  he  deals.  He  economizes 
the  amount  of  money  thus  tied  up  in  margins  as  much  as  possible 
by  the  practice  of  offsetting  and  settling  trades  prior  to  the  maturity 
oi  the  contracts.  Disputes  between  brokers  as  to  prices  on  contracts 
and  as  to  most  other  matters  are  settled  by  an  arbitration  committee 
of  the  exchange  or  by  other  procedure  of  such  a  nature  as  to  make 
recourse  to  the  law  seldom  necessary  as  regards  relations  between 
brokers. 

In  order  to  assure  the  smooth  performance  of  the  functions  involved 
in  their  relations,  cotton-futures  brokers  have  developed  a  certain 
more  or  less  definite  technique,  differing  somewhat  as  between  New 
York  and  New  Orleans  and  subject  to  more  or  less  slight  variation 
between  the  office  of  one  broker  and  that  of  another. 

The  functions  of  the  cotton-futures  brokerage  concern  may  be 
described  in  order  as  follows:  The  broker  receives  at  the  ring  or  at 
his  office  an  order  to  buy  or  sell.  This  order  is  executed  as  adready 
described  in  the  discussion  of  the  future-trading  ring.  As  soon  as 
executed  the  order  slip  in  New  York  or  the  contract  slip  in  New 
Orleans  showing  execution  of  the  contract  is  ordinarily  time  stamped. 
The  books  containing  these  shps  are  then  turned  in  to  the  broker's 
office,  where  a  number  of  necessary  records  are  made.  First,  the 
contracts  executed  are  recorded  in  the  order  of  execution  in  a  blotter 
or  daybook.  They  are  next  recorded  in  the  customer's  contract 
ledger.  In  New  Orleans  they  are  recorded  also  in  the  ledger  showing 
the  status  of  accounts  with  other  brokers.  But  in  New  York  the 
substitution  of  the  clearing  association  for  the  opposite  party  on 
all  trades  obviates  the  necessity  of  each  broker  carrying  accounts  for 
open  trades  and  margin  deposits  with  other  brokers. 

When  the  customer  of  a  broker  desires  to  close  out  a  contract  he 
orders  his  broker  to  sell  if  he  has  previously  bought  or  to  buy  if  he 
has  previously  sold.  Upon  execution  of  such  a  trade  the  broker 
renders  the  customer  an  ''Account  of  sales,"  which  shows  the 
quantity  of  futures  bought  and  sold,  with  the  date  and  price  of 
purchase,  and  date  and  price  of  sale,  the  broker's  commission  and 
the  Federal  tax  (subtracted  from  the  gain  or  added  to  the  loss)  and 
the  customer's  net  credit  or  net  debit  resulting  from  the  completed 
trade. 

The  mai^in  deposit  required  from  customers  is  not  uniform. 
It  is  entirety  a  matter  of  discretion  with  the  broker  and  depends 
upon  the  credit  policy  of  the  particular  broker  and  the  credit 
standing  of  the  customer;  also  upon  the  broker's  previous  exper- 
ience as  regards  the  particular  customer's  responses  to  margin 
calls.  Some  brokers  -keep  a  record  in  abstract  of  past  margin  calls 
for  each  customer,  showing  the  amounts  called  for  and  the  dates, 
promptness  of  response,  and  such  "remarks"  as  may  seem  relevant. 

A  broker  also  keeps  what  is  sometimes  called  a  "margin  slate" 
upon  which  is  checked  up  every  day  the  number  of  open  contracts 
held  by  each  customer  whose  account  is  in  such  shape  that  a  possible 
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fluctuation  in  the  price  during  the  coming  day  might  make  further 
margin  calls  necessary.  On  such  a  slate  entries  will  usually  be  made 
to  show  the  computed[  number  of  points  of  variation  from  the  previous 
night's  closing  price  that  would  necessitate  a  call  for  additional 
margin  deposits,  as  well  as  memoranda  of  open  trades  for  each 
customer  and  broker.  By  reference  to  the  slate  a  broker  can  tell 
at  a  glance,  as  the  price  fluctuates  during  the  day,  whenever  addi- 
tional margins  are  required  from  any  customer  or  broker.  In  New 
York,  since  all  contracts  are  assumed  by  the  Clearing  Association 
and  margins  called  and  put  up  by  that  association,  it  is  not  necessary 
for  a  broker  to  keep  a  margin  slate  of  broker's  accounts. 

There  is  also  sometimes  occasion  for  the  futures  broker  to  look 
after  the  delivery  or  receipt  of  actual  cotton  on  future  contracts. 
In  such  a  case  it  may  become  the  duty  of  the  broker  to  direct  the 
bureau  of  inspection  of  the  cotton  exchange  to  have  the  cotton 
inspected  and  sampled,  and  the  samples  examined  and  classed  by 
the  United  States  Board  of  Cotton  Examiners.  These  processes  of 
inspection  and  classing  of  cotton,  however,  are  described  in  a 
dinerent  section  of  this  report.  The  method  of  giving  notice  that 
cotton  will  be  delivered  on  a  future  contract  also  is  discussed  in  the 
section  on  "  transferable  notices. " 

The  commissions  to  be  charged  for  the  execution  and  clearing 
and  carrying  of  contracts  are  fixed  in  the  rules  of  the  exchanges,  and 
are  the  same  in  New  Orleans  and  New  York,  except  that  in  the  New 
York  exchange  there  is  a  class  of  members,  called  "floor  brokers," 
who  merely  execute  trades  in  the  trading  ring  for  others  and  do  not 
clear  or  carry  contracts.  The  floor  broker's  fee  for  merely  executing 
a  100-bale  contract,  either  the  purchase  or  the  sale,  is  $1.25.  The 
full  commission  (i  the  regular  broker  for  executing  and  carrying  a 
contract  for  nonmembers  is  $12.50  for  each  purchase  or  sale  of  a 
100-bale  future  contract. 

The  function  and  administration  of  margin  deposits. — ^A  person 
ordering  the  purchase  or  sale  of  a  future  usually  protects  his  broker, 
as  to  its  fulfillment  or  settlement,  by  a  margin  deposit  with  the  latter. 
The  precise  arrangement  between  broker  and  customer  is  a  matter 
of  their  mutual  agreement,  not  controlled  by  law  or  by  exchange 
regulation.  The  same  is  true  as  regards  margin  deposits  between 
houses,  except  that  the  rules  in  that  case  prescribe  a  maximum  that 
may  be  called.  Furthermore,  in  the  New  York  Cotton  Exchange, 
as  already  stated,  there  has  been  estabfished  a  clearing  association 
to  which  all  obligations  on  open  contracts  between  brokers  are  trans- 
ferred at  the  end  of  each  business  day,  and  this  clearing  association 
takes  the  responsibility  of  seeing  that  all  net  "long"  or  net  "short" 
interests  of  tne  various  brokers  in  their  dealings  with  each  other  are 
margined  in  a  uniform  manner. 

Margin  deposits,  it  should  be  appreciated,  amount  to  much  more 
than  a  passive  guaranty  of  ultimate  fulfillment  or  settlement  of  future 
contracts.  In  reality  the  margin  deposit  is  the  instrument  through 
which  the  relations  of  traders  are  kept  continuously  adjusted  to  the 
changing  price  of  cotton.  The  seller  of  a  future  puts  up  a  margin 
deposit  to  guarantee  fulfillment  or  settlement  at  fiie  price  specified 
in  the  contract,  even  though  the  market  for  cotton  in  the  meantime 
should  rise.     The  buyer,  on  the  other  hand,  puts  up  a  margin  deposit 
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to  guarantee  that  he  will  accept  the  cotton  at  the  contract  price  even 
though  the  market  price  shouhl  faU.  But  a  cotton  future  contract 
does  not  establish  the  amount  of  the  check  that  vsill  be  drawn  by  the 
broker  to  pay  for  the  actual  cotton  when  it  is  delivered  upon  the 
arrival  of  the  designated  future  month.  The  price  billed  to  the 
broker  is  affected  by  intervening  offsets  and  settlements.  The 
contract  upon  which  the  seller  dehvers  will  practically  never  be  the 
same  contract  as  that  upon  which  the  buyer  accepts  delivery.  But 
the  broker  will  be,  or  will  have  been,  compensated  or  assessed  for 
the  difference  between  the  price  he  pays  and  the  price  h*is  customer 
pavs  by  the  various  settlement  balances  intervening.  The  customer 
will  of  course  pay  or  receive  what  he  originally  contracted  to  pay  or 
receive.  Meanwhile  the  progressive  adjustment  of  the  margin 
deposits  secures  the  brokers  against  default  by  customers  on  un- 
profitable contracts.  Such  deposits  are  foifeited  to  the  broker 
as  may  be  necessary  to  cover  any  unfavorable  difference  between  the 
price  at  which  the  customer's  contract  was  executed  and  the  current 
price.  On  the  other  hand,  if  the  market  moves  in  a  direction  to  give 
the  trader  a  profit  (goes  down  after  he  has  sold  or  up  after  he  nas 
bought)  he  may  be  permitted  progressively  to  withdraw  his  margin 
deposits  in  proportion  to  his  paper  profits.  Some  brokers  allow  a 
customer  under  such  conditions  to  take  out  the  computed  profits  to 
any  extent  that  will  still  leave  the  open  trades  properly  margined 
on  the  basis  of  current  futm^e  prices. 

Section  6.  Settlement  of  future  contracts. 

Introductory. — Every  cotton-future  contract  made  must  be  fulfilled 
by  dehverv  and  receipt  of  the  cotton  and  payment  therefor,  unless 
terminated  by  a  settlement  made  in  accordance  with  the  United 
States  cotton  futures  act  and  also  in  accordance  with  the  regulations 
of  the  cotton  exchange  in  which  the  contract  is  made.  The  basis  of 
all  contract  settlements  is  some  form  of  offset,  a  purchase  held  open  for 
a  customer  being  settled  against  a  sale  similarly  held  open  for  another 
customer  by  the  payment  of  the  price  difference  between  the  brokers. 
This  involves  substitution  of  a  new  principal  on  the  customer's 
contract,  which,  however,  for  reasons  already  stated,  is  a  matter  of 
no  concern  to  the  customer,  or  rather  he  is  in  general  benefited  by 
the  system  of  substitution  because  of  the  guaranties  that  accompany 
it.  li  he  wishes  to  take  dehvery  or  make  delivery  there  is  always  some 
one  on  whom  the  responsibility  for  the  opposite  side  of  the  contract 
can  be  definitely  fixed. 

Since  hedging  and  speculation  are  the  two  main  motives  of  future 
trading,  contracts  are  usually  terminated  even  as  regards  the  customer 
by  settlement,  the  dehveir  of  cotton  on  a  future  heing  exceptional, 
lor  this  reason  facility  oi  contract  settlement  is  of  very  great  im- 
portance in  a  futures  market.  For  handhng  the  great  volume  of 
luture  contracts  continuously  made  and  settled,  the  cotton-futures 
markets  have  developed  or  adopted  methods,  such  as  the  **  ringing 
out"  and  '* clearing'  systems,  which  serve  this  purpose  very  effi- 
ciently, but  which  may  seem  extremely  elusive  and  bewildering  as  to 
the  principle  of  their  operation.  In  its  elementary  form,  however, 
the  settlement  of  a  future  contract  in  lieu  of  its  fulfillment  by  delivery 
is  easih'  understood,  and  systems  of  **  ringing  ouf  or  otherwise 
clearing  contracts  involve  no  new  principle. 


If  there  were  no  arrangement  for  settlements  prior  to  delivery,  then  if 
a  customer  had  both  bought  and  sold  futures  for  delivery  in  a  given 
month — a  hedger,  for  example — ^his  broker  would  have  to  carry  both 
these  counterbalancing  contracts  open,  keeping  up  ma^*gin  deposits 
on  them  meanwhile,  until  the  arrival  of  the  montn  of  dehvery,  and 
then  would  have  to  go  to  the  trouble  of  taking  delivery  from  one 
side  and  redehvering  on  the  other  side,  paying  the  full  contract  price 
of  the  cotton  purchased  and  billing  and  receiving  payment  on  re- 
dehvery,  in  order  to  clear  himself  of  contracts  for  a  customer  who  had 
long  ceased  to  have  any  concern  with  them.  To  obviate  the  cost 
and  awkwardness  of  such  a  practice,  methods  of  settlement  have  been 
devised.  These  settlement  systems  operate  only  within  the  exchange, 
between  brokers  and  others  executing  and  clearing  future  trades. 

The  above  illustration  assumes  the  simplest  condition,  that  is, 
when  the  bought  and  sold  trades  settled  against  each  other  by  the 
broker  are  initial  and  closing  trades  of  an  identical  customer.  If  the 
broker  is  willing  to  guarantee  the  contract  to  a  customer  with  trades 
open,  however,  it  obviously  makes  no  difference  to  customers,  if  the 
bought-open  trade  of  one  is  settled  against  the  sold-open  trade  of 
another.  To  the  broker  it  means  a  great  saving  in  margins  and  a 
simplification  of  bookkeeping  if  he  is  allowed  to  settle  all  open  trades, 
regardless  of  the  position  of  individual  customers,  so  far  as  he  has  not  a 
net  excess  of  sales  or  purchases  for  the  particular  delivery  on  his 
books.  This  is  actually  the  practice,  subject  to  a  qualification  for 
uncompleted  rings  w^here  there  is  no  complete  clearing-house  system. 
Further  consideration  of  methods  of  settlement,  therefore,  need  be 
directed  only  to  the  condition  of  the  broker's  accounts  and  not  to 
those  of  his  customers. 

Direct  settlement. — If  in  the  course  of  trading,  broker  A  buys  from 
broker  B  a  future  deliverable  in  a  certain  month  at  a  certain  price,  and 
if,  later,  upon  selling  a  future  in  the  same  month,  A  finds  that  he  has 
sold  to  B,  then  A  and  B  will  be  able  to  close  out  these  contracts  by  a 
payment  direct  from  the  loser  to  the  gainer  of  the  differences  in  price 
between  the  two  transactions.  If  A  has  sold  to  B  at  a  higher  price 
than  that  at  which  he  had  purchased  from  B,  then  A  will  billB  for  the 
difference;  but  if  A  has  sold  to  B  for  less  than  the  price  at  which  he 
purchased,  then  B  will  bill  A  for  the  difference.  In  this  way  both  of 
A's  contracts,  the  purchase  and  the  sale,  are  cleared;  and  the  same  is 
true  of  B's  two  contracts.  This  is  called  a  'direct  settlement." 
The  direct  settlement  is  possible  only  where  a  broker  who  has  bought 
or  sold  a  future  contract  for  a  given  month  has  made  a  counter  trans- 
action in  the  same  option  with  the  same  broker.  Of  course  such  a 
completion  of  round  trades  by  resale  to  the  same  broker  will  not 
often  occur  where  there  are  many  brokers  operating  in  an  open 
market.*' 

According  to  the  rules  of  the  cotton  exchanges,  a  broker  who  holds 
contracts  for  both  purchase  and  sale  for  delivery  in  the  same  month  is 
authorized  to  *' onset"  and  settle  these  contracts  with  the  other 
brokers  and  to  substitute  others  as  the  parties  responsible  to  his 
customers  with  trades  remaining  open,  nimself  guaranteeing  the 

w  When  broker  or  ring  trader  A  has  purchased  from  broker  B  and  sold  to  broker  C  the  same  option,  at 
th«8ame  price,  A  may,  with  the  consent  of  B  and  C  eliminate  himself  from  the  deal  by  viruially  converting 
the  two  trades  into  one  direct  trausaotiuu  between  ti  and  C.  This  is  a  "pass  out"  and  operates  as  a  settle- 
ment for  A  but  not  for  B  aad  C. 
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fulfillment  of  the  contract.  In  the  case  of  the  New  York  Cotton 
Exchange  (by-laws,  sec.  36,  rule  6),  the  broker  is  himself  directly 
mdicated  as  the  new  principal.  These  rules  are  the  authorization 
for  the  practice  of  direct  settlement  as  well  as  for  the  ring  settlements 
next  to  be  considered. 

Ring  settlements. — The  principal  method  of  settlement  in  New 
Orleans  is  by  the  ''ringing  out"  of  trades.  What  is  called  the  "ring 
settlemei;t*'  operates  upon  the  same  principle  as  the  direct  settle- 
ment, except  that  it  takes  three  or  more  traders  to  n\fi.ke  a  ''ring," 
and  there  is  a  settlement  price  established  as  a  basis  from  which  tke 
parties  to  the  ring  may  calculate  and  bill  each  other  for  the  differences 
m  price  in  the  various  contracts  involved.  In  New  Orleans,  where 
this  system  of  settlement  is  in  use,  there  is  a  rule  of  the  exchange 
^  establishing  the  closing-bid  price  of  the  previous  day's  trading  as  the 
basis  for  ring  settlements. 

The  ring  settlement  may  be  applied  wherever  there  is  a  group  of 
three  or  more  traders  who  have  both  bought  and  sold  to  one  another 
in  the  same  option,  the  counterbalancing  contracts  standing  open. 
Such  a  group  can  always  be  formed  into  a  complete  circle  of  trades, 
which  in  effect  cancel  each  other  except  for  the  difference  in  price, 
A  having  sold  to  B,  B  to  C,  and  C  to  A.  There  may  be  anv  number 
in  the  circle,  provided  that  each  trader  has  sold  to  the  next*!  that  the 
last  of  the  series  has  sold  to  the  first,  and  that  none  of  these  con- 
tracts has  been  settled. 

Since  each  of  the  parties  to  such  a  ring  has  balanced  his  purchase 
by  a  sale,  nothing  more  is  required  to  clear  all  these  contracts  than 
that  the  traders  settle  with  each  other  for  the  price  differences. 
Where  the  basis  of  settlement  is  the  closing-bid  price  of  the  previous 
day's  trading,  as  provided  in  the  New  Orleans  rules,  each  member 
of  a  ring  to  whom  money  is  due  under  the  settlement  bilk  those  with 
whom  he  has  traded  and  who  under  the  settlement  owe  him  the 
difference  between  the  contract  price  and  the  settlement  price.  If 
A  has  sold  to  B  at  a  price  higher  than  the  settlement  price,  A  bills 
B  for  the  difference;  and  if  C  has  sold  to  A  for  less  than  the  settle- 
ment price,  A  bills  C  for  the  difference.  The  sum  of  the  amounts 
A  receives  from  B  and  C  equals  the  difference  between  the  price  at 
which  A  bought  from  C  and  sold  to  B,  and  therefore  the  sum  of  these 
amounts  is  equivalent  to  A's  total  profit  on  the  round  transaction. 
The  losses  equal  the  gains,  of  course,  when  the  accounts  of  all  the 
members  of  a  ring  are  considered. 

The  only  way  of  knowing  that  any  group  of  brokers  has  made  a 
series  of  trades  which  completes  a  ring  is  to  compare  the  brokers' 
records  of  open  contracts.  In  New  Orleans  the  futures  brokers  have 
an  arrangement  with  an  official  ringer,  to  whom  each  broker  reports 
every  day,  specifying  by  dehvery  month  the  number  of  bought  or 
sold  contracts  standing  open  witn  each  of  the  other  futures  brokers, 
but  omitting  from  these  reports  such  pairs  of  contracts  as  may  be 
cleared  by  direct  settlement. 

The  official  ringer  compares  and  analyzes  these  reports  of  open 
contracts,  with  a  view  to  eliminating  all  tlie  contracts  which  possibly 
can  be  run^  out.  Taking  the  contracts  of  one  delivery  month  at  a 
time,  the  nnger  begins  with  broker  A  and,  if  A  has  open  contracts 
in  the  given  delivery  month  representing  purchases  from  any  broker 
or  brokers  and  also  sales  to  some  broker  or  brokers,  the  ringer  traces 


A*8  sales  to  B,  and  B's  sales  to  C,  and  C's  sales  to  D,  etc.,  until 
eventually,  if  there  be  a  ring,  he  must  find  that  some  broker  has  sold 
to  A,  or  to  some  other  broker  in  the  succession  of  sellers,  and  then 
a  ring  is  complete.  The  official  ringer  prepares  and  delivers  the  next 
mommg  to  each  member  of  the  ring  an  abbreviated  and  informal 
pencil  memorandum  naming  the  succession  of  brokers  in  the  ring 
and  the  number  of  100-bale  contracts  covered,  and  notifying  each 
broker  with  whom  he  is  to  settle.  Each  broker  then  compares  the 
settlement  price  (which  is  the  closing  bid  price  of  the  previous  day's 
trading)  with  the  prices  of  his  bought  and  sold  contracts  which  are 
to  be  settled,  and  before  12  o'clock  noon  makes  out  a  bill  or  bills  to 
the  broker  or  brokers  whose  contracts  are  being  *'  rung  out,"  or  awaits 
their  bills,  according  to  his  position  as  gainer  or  loser  and  as  the 
actual  price  differences  may  require.  Bills  on  "rings"  must  be  paid 
before  2  p.  m.,  except  on  Saturdays,  when  they  must  be  rendered  by 
10.30  and  paid  by  11.30  a.  m.  (Rule  48,  sec.  2,  New  Orleans  Cotton 
Exchange.) 

The  position  of  the  official  ringer  is  a  highly  confidential  post,  its 
information  bringing  to  focus  every  night  an  exhibit  of  the  open 
contracts  of  all  the  futures  brokers  in  New  Orleans.  It  appears, 
however,  that  the  man  in  charge  has  long  enjoyed  the  full  confidence 
of  the  cotton-futures  brokers  of  New  Orleans;  and  since  it  is  not 
necessary  for  the  ringer  to  be  informed  of  the  contract  prices,  or  to 
do  more  than  merely  to  trace  out  the  ring  trades  and  furnish  the 
members  with  an  abbreviated  memorandum  of  the  same,  his  work 
can  be  performed  without  the  necessity  of  engaging  assistants  or 
sharing  the  confidence  placed  in  him  with  anyoody.  In  the  New 
York  market  the  ring  settlement  system  has  been  supplanted  by  the 
establishment  of  the  complete  clearing  house. 

Clearing  association  contract  settlements. — The  operation  of  the 
New  York  Cotton  Exchange  Clearing  Association  will  be  more 
easily  understood  if  it  is  recalled  that  the  obligations  assumed  and 
imposed  by  future  contracts  do  not  remain  fxed  upon  specific  and 
identical  individuals.  The  original  purchaser  releases  himself  so 
completely  by  his  later  sale  that  trading  in  futures  is  commonly 
referred  to  as  trading  in  contracts,  although  in  fact  delivery  may  be 
actually  made  on  the  original  purchase  just  referred  to,  but  not  to 
the  original  buyer  who  has  sold  for  the  same  delivery  month.  At 
the  close  of  the  day  on  which  a  trade  is  executed  in  the  ring  the 
broker  will  settle  the  contract  by  offset,  if  he  has  an  opposite  trade 
for  the  same  delivery  month.  In  other  words,  if  it  is  possible,  he  will 
make  a  ring  or  direct  settlement  (at  New  Orleans)  or  settlement 
tlirough  the  clearing  house  (at  New  York)  provided  only  he  has 
bought  for  one  customer  what  he  has  sold  for  another.  The  clear- 
ing-house system  of  contract  settlement  carries  facihty  in  the  transfer 
of  obligation  to  a  very  high  degree  of  completeness. 

The  clearing  association  system  of  New  York  has  four  points  of 
distinction  when  compared  with  the  "ringing  out"  system  m  use  at 
New  Orleans.  It  is  the  function  of  the  clearing  association,  (1)  to 
assume  the  liability  or  rights  as  against  each  broker  on  all  contracts 
open  at  the  end  of  each  trading  day  (net  of  purchases  and  sales  for 
the  same  dehvery) ,  (2)  to  see  that  each  broker  maintains  the  proper 
margin  deposits,  (3)  to  pay  the  Federal  taxes  on  future  trades  (a 
matter  of  administrative  convenience),  (4)  to  receive  and  pay  bal- 
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ances  due  on  settled  contracts  (except  for  ex -clearing  house  settle- 
ments), and  (5)  to  supervise  the  making  of  doHveries  on  contra<5t8 
thus  fulfilled. 

The  clearing  association  each  day  clears  for  each  hroker  all  con- 
tracts reported  open  at  the  end  of  the  previous  day  that  can  be 
offset  against  each  other:  that  is,  all  except  the  net  ''long"  or  the 
net  "short"  interest  which  the  broker  may  hold  for  each  delivery 
month.  If  a  broker's  daily  report  for  a  given  day  shows  15,000 
bales  December  bought  and  10,000  bales  December  sol^,  the  clearing 
association  clears  the  100  counterbalancing  contracts  and  leaves 
but  the  5,000  bales  "lon^"  in  December,  the  broker  having  thus 
to  maintain  margin  deposits  only  on  the  5,000.  The  New  Orleans 
system  eliminates  the  contracts  which  can  be  settled  by  the  arrange- 
ment between  brokers  of  a  direct  or  ring  settlement,  but  not  all  the 
trades  other  than  the  net  long  or  net  short  contracts  of  a  broker  can 
be  thus  cleared. 

The  clearing  association  of  New  York  receives  price  information 
regarding  all  open  contracts,  and  collects  or  relinquishes  such  margin 
deposits  as  may  be  required  bv  the  fluctuations  of  the  market. 
The  amount  of  original  margin  which  brokers  are  required  to  deposit 
with  the  clearing  association  for  their  net  long  or  short  interest  is 
regulated  by  the  board  of  directors  of  the  clearing  t*ssociation.  It 
has  varied  from  $3  to  $5  per  bale.  But  where  a  broker's  net  "  long" 
interest  in  a  given  month  is  counterbalanced  by  a  net  ''short" 
interest  in  other  months,  such  counterbalanced  contracts  bein^ 
referred  to  as  a  *' straddle"  interest,  the  original  margin  required 
is  but  $1  per  bale.  These  margins  are  uniform  for  all  clearing  mem- 
bers. 

There  is  also  what  is  called  a  '' variation"  margin.  A  variation  in 
price  of  100  points,  or  1  cent  per  pound,  amounts  to  $5  per  bale. 
The  regulations  limit  the  possible  variation  of  futures  prices  to  200 
points  per  day,  or  $10  per  bale.  It  appears,  therefore,  that  the 
price  fluctuation  in  one  day  might  amount  to  twice  the  original 
margin  of  $5  per  bale  which  the  clearing  association  now  requires. 
The  clearing  association  is  authorized  to  call  for  additional  margin 
deposits  at  its  discretion,  to  protect  the  association  against  exhaus- 
tion of  the  broker's  original  margin  deposits,  and  such  deposits  are 
called  variation  margins.  The  oflicers  of  the  New  York  Cotton 
Exchange  Clearing  Association  assert  that  they  keep  their  informa- 
tion as  to  the  standing  of  every  broker  in  such  shape  that  they  can 
"call  the  street"  in  from  10  to  15  minutes.  It  is  a  rule  of  the  clear- 
ing association  that  variation  margins  called  must  be  deposited 
within  one  hour. 

If  in  spite  of  these  precautions  a  broker  should  be  unable  to  meet 
margin  calls,  section  20  of  the  by-laws  insures  the  association  against 
loss  through  such  default  by  the  provision  of  a  guaranty  fund.  This 
fund  consists  of  $15,000  from  each  member;  and  should  the  fund 
be  drawn  down  it  is  to  be  restored  by  assessment  levied  upon  the 
members.  Up  to  the  time  of  the  present  investigation  no  occasion 
has  arisen  for  drawing  upon  this  guaranty  fund. 

In  discussing  the  position  of  the  official  ringer  of  the  New  Orleans 
Exchange,  it  was  pointed  out  that  his  is  a  highly  confidential  post. 
The  positions  of  secretary-treasurer  and  of  assistant  treasurer  of 
the  New  York   Cotton  Exchange   Clearing  Association,  however, 


carry  far  greater  responsibilitv.  Into  the  possession  of  these  officers 
there  comes  daily  irom  eacn  member  ol  the  New  York  Cotton 
Exchange,  belonging  to  the  clearing  association,  a  complete  report 
of  his  position  in  futures.  The  responsibility  for  strict  regard  for 
the  confidence  thus  imposed  rests  jointly  with  these  two  officers. 
Though  control  of  the  policies  of  the  clearing  association  and  the 
decisions  as  to  changes  in  the  amount  of  original  margin  deposits 
required  are  entirely  affairs  of  the  board  of  directors  of  the  clearing 
association,  neither  the  president  nor  the  directors  have  any  authority 
to  require  or  receive  from  the  secretary-treasurer  or  the  assistant 
treasurer  any  information  concerning  the  market  standing  of  any 
member  clearing  through  the  association. 

It  is  to  be  noted  that  the  provision  of  the  by-laws  of  the  clearing 
association  guaranteeing  each  broker  against  loss  through  default 
on  contracts  by  any  other  broker  is  not  a  guaranty  to  ^e  customer 
against  loss  through  the  failure  of  his  own  broker.  The  system  of 
margin  deposits  between  brokers  doubtless  helps  the  outside  cus- 
tomer through  securing  the  financial  stability  of  the  membership 
generally,  but  the  customer  is  not  protected  against  an  unwise 
selection  of  a  broker  as  his  agent  in  making  trades. 

Settlement  by  the  parsing  of  delivery  notices. — The  delivery  notice  is 
a  form  issued  by  a  broker  on  behalf  of  a  customer  who  has  sold  a 
future  and  who  wishes  to  make  dehvery  of  cotton  thereon.  It  has 
been  pointed  out  that  it  is  very  easy  to  transfer  obligations  on  futures 
by  offset,  so  that>^  delivery  most  probably  will  be  made  to  a  different 
buyer  from  the  one  upon  whose  order  the  contract  was  originaUy 
executed.  In  order  to  make  more  fully  effective  the  transferability 
of  responsibilities  imder  future  contracts  the  notice  of  dehvery  is  also 
transferable. 

Under  the  United  States  cotton  futures  act  (and  the  rules  of  the 
cotton  exchanges)  notice  of  dehvery  upon  a  contract  must  be  given 
on  the  fifth  business  day  prior  to  the  beginning  of  the  designated 
month  of  delivery.  It  seems  to  be  the  practice  of  brokers  prior  to  the 
first  notice  day  to  seciu'e  information  from  their  selling  chents  as  to 
whether  they  mtend  to  make  dehvery  on  their  sold  contracts  for  the 
next  month,  and  to  secure  infprmation  from  their  buying  clients  as  to 
whether  they  wish  to  take  delivery.  The  seller,  if  he  wishes  to  dehver, 
has  the  option  of  issuing  the  notice  of  delivery  at  any  time  between 
the  first  notice  day  and  the  final  notice  day,  wnich  is  five  full  working 
days  prior  to  the  end  of  the  month  of  dehvery. 

The  delivery  notice  is  handled  somewhat  differently  as  between 
New  York  and  New  Orleans,  due  to  the  difference  in  methods  of 
clearing  contracts  in  the  two  markets.  In  New  Orleans  a  broker 
must  issue  the  notice  to  some  other  broker  with  whom  he  has  open 
sold  contracts.  If  no  customer  of  the  second  broker  desires  to  accept 
dehvery  of  the  cotton,  such  broker  within  15  minutes  after  receipt  of 
the  notice  must  indorse  this  notice  and  "pass"  it  to  a  third  broker  on 
an  open  sold  or  "short"  contract  which  the  second  broker  holds  with 
the  third  broker.  In  passing  from  broker  to  broker  the  notice  even- 
tually will  reach  a  broker  who  has  a  customer  holding  a  contract  of 
purchase,  or  a  "long"  contract,  who  desires  to  take  delivery  of  the 
cotton.  If,  in  its  circulation  dining  the  day,  the  notice  finds  no 
broker  with  such  a  willing  purchaser,  the  broker  who  holds  the  notice 
at  the  close  of  the  day's  trading  is  construed  to  have  "stopped"  the 
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notice  and  must  take  delivery  of  the  cotton  on  behalf  of  some  customer 
who  IS  'long  'with  him.  But  where  no  customer  of  his  desires  the 
cotton  the  broker  mav,  on  the  following  morning,  issue  a  new  notice 
covenng  the  cotton  which  he  is  to  receive  on  the  notice  '*  stopped  "  by 
him  the  previous  evening.  This  new  notice  will  be  handled  in  a 
manner  similar  to  that  already  traced. 

The  passing  of  a  dehvery  notice  forms  a  basis  of  contract  settle- 
ment similar  to  that  mvolved  in  the  ring  settlement,  or  settlement  by 
the  process  of  clearing.  If  a  broker  receives  a  notice  and  holds  no 
open  contracts  of  sale  in  the  current  month  of  dehvery,  and  if  his 
customers  do  not  want  the  cotton,  he  must  sell,  on  behalf  of  one  of  his 
customers  to  whom  he  has  tendered  the  notice,  in  order  to  have  an 
open  "short'"  contract  upon  which,  within  the  given  time  limit  he 
can  pass  the  notice  he  has  received  to  another  broker.  ' 

In  New  York,  where  the  clearing  association  each  day  assumes  all 
contracts  open  at  the  end  of  the  previous  day,  a  broker  must  issue  all 
his  delivery  notices  to  the  clearing  association,  and  the  association  in 
turn  will  pass  these  notices  to  brokers  with  whom  it  holds  contracts 
of  sale.  The  notices  may  then  be  transferred  from  broker  to  broker 
upon  the  basis  of  the  current  day's  trades  in  a  manner  similar  to  that 
m  operation  at  New  Orleans.  Although  a  broker  holds  no  open  con- 
tract of  sale  with  the  clearing  association  for  the  current  month  of 
delivery,  he  may,  nevertheless,  have  customers  who  have  sold  through 
hun  and  who  intend  to  dehvor.  The  contracts  executed  by  such  a 
broker  on  behalf  of  such  customers  may  have  been  settled  through  the 
clearmg  association  and  canceled  with  the  broker  by  being  offset 
with  contracts  executed  on  behalf  of  other  customers. 

Special  provision  is  made  in  the  rules  of  the  New  York  Cotton 
Exchange  Cleannc  Association  (rule  No.  10)  authorizing  a  broker 
so  situated  yirtuafly  to  restore  the  canceled  contract,  specifying  by 
date  and  price  the  particular  contract,  and  issue  thereon  a  notice  to 
the  clearing  association.  The  virtual  restoration  of  such  a  contract 
of  sale  is  balanced  by  a  virtual  restoration  of  an  equivalent  contract 
of  purchase  by  the  broker  from  the  clearing  association.  The  asso- 
ciation may  pass  such  a  notice  to  any  other  broker  holding  contracts 
of  purchase  with  the  association  for  that  delivery  month,  or  may  in- 
dorse the  notice  and  pass  it  back  to  the  broker  issuing  the  notice* 
in  which  case  he  must  receive  it  on  behalf  of  one  of  his  customers  hold- 
ing an  open  contract  of  purchase.  If  this  customer  does  not  wish  to 
receive  the  cotton,  he  must  order  the  sale  of  a  future  and  the  passing 
of  the  notice  to  the  new  buyer,  all  within  the  15  minutes'  time  limit 
already  mentioned. 

Delivery  of  cotton  on  contracts. — Where  contracts  are  not  settled  by 
offset  or  by  the  passing  of  a  dehvery  notice  they  must  be  settled  by 
dehvery  of  cotton  and  payment  therefor,  except  in  the  case  of  default 
discussed  in  section  2  above. 

When  a  dehvery  notice  has  been  issued,  the  party  receiving  such 
notice  and  desu-ing  delivery  of  the  cotton  ** stops"  the  notice,  that  is 
to  say,  he  does  not  ''pass"  it  to  any  other  broker.  He  notifies  the 
broker  issuing  the  notice  that  the  notice  has  been  "stopped"  and  he 
will  accept  dehvery  in  accordance  therewith.  On  the  Wth  succeed- 
ing day  the  issuer  of  the  notice  dehvers  to  the  receiver  warehouse 
receipts  representing  the  cotton,  together  with  United  States  Govern- 
ment cotton  class  certificates  specifying  the  quahty  of  the  cotton. 
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The  deliverer  also  bills  the  receiver  in  accordance  with  conditions 
stated  in  the  notice,  and  payment  is  made  in  the  manner  provided  in 
the  rules. 

The  dehvery  notice  in  its  statement  of  the  conditions  of  settlement 
does  not  name  the  price  stipulated  in  the  original  contract.  Instead 
it  names  a  settlement  price  which  is  the  closing  bid  price  of  the 
previous  day's  trading,  but  the  cotton  is  billed  at  a  price  varying  by 
grade  in  accordance  with  the  prevailing  commercial  differences,  as 
reported  by  the  Department  of  Agriculture  on  the  day  prior  to  the 
issue  of  the  notice. 

Upon  examination  of  all  the  processes  involved,  however,  it  will 
be  found  that  the  total  amounts  paid  and  received  for  the  cotton 
dehvered  in  settlement  of  contracts  by  dehvery  equal  the  amoimts 
named  in  the  customers'  original  contracts  upon  which  dehvery  is 
taken.  In  the  process  of  offsetting  and  substitution,  it  is  true,  it 
alniost  invariably  happens  that  the  contract  upon  which  a  seller 
delivers  and  receives  payment  for  cotton  is,  on  the  buyer's  side,  a 
different  contract  at  a  different  price  from  the  one  which  was  origi- 
nally executed  for  the  seller.  The  seller's  broker  receives  the  original 
contract  price  of  the  cotton,  partly  in  the  form  of  the  final  price  at 
which  the  cotton  is  billed  on  delivery,  and  partly  in  differences  which 
have  been  received  or  paid  in  settlement  on  contracts  offset.  The 
buyer's  broker  hkewise  pays  the  equivalent  of  his  customer's  original 
contract  price  in  the  form  of  the  final  settlement  price  of  the  cotton 
plus  or  mmus  the  differences  which  he  has  paid  or  received  in  connect 
tion  with  previous  settlements.  The  customer  making  or  taking 
delivery  of  course  pays  or  receives  the  specified  original  contract 
Dnce.  But  if  his  trades  went  against  him  he  has  paid  his  losses 
largely  prior  to  the  date  of  dehvery,  in  the  form  of  margins  put  up 
and  forfeited.  ©       r        r 

Section  6.  Certification  of  cotton  for  futnre  delivery. 

Purpose  of  certification. — Before  cotton  may  be  tendered  for 
delivery  on  a  future  contract  on  the  New  Orleans  Cotton  Exchant^e 
and  on  the  New  York  Cotton  Exchange,  it  must  be  in  a  licensed 
warehouse  at  New  Orleans  or  New  York,  as  the  case  may  be,  weighed 
by  the  exchange  and  classed  or  graded  and  certificates  of  class  issued 
by  the  United  States  Government. 

TTie  chief  purpose  of  the  classing  of  the  cotton  is  to  ascertain  the 

trade,  the  certificate  being  merely  a  document  stating  that  the  cotton 
escnbed  in  the  certificate  is  of  such  and  such  grades  and  tenderable 
upon  a  future  contract  or  untenderable,  as  the  case  may  be.^^  Since 
the  basis  grade  for  contracts  for  future  dehvery  is  middling  cotton 
and  there  are  a  number  of  other  grades  of  cotton  deliverable  on 
future  contracts,  final  settlement  of  a  contract  where  cotton  other 
than  middlmg  is  tendered  can  not  be  made  except  by  applying  the 
prevailmg  commercial  differences  between  the  grade  or  grades 
tendered  and  the  basis  grade.  If  the  cotton  tendered  is  of  a  higher 
grade  than  middling  the  buyer  must  pay  the  difference  between  the 
price  of  middling  and  the  price  of  the  grade  or  grades  delivered.  If 
the  grade  of  the  cotton  delivered  is  below  middling  the  seller  must 
pay  to  the  buyer  the  difference  between  the  middling  price  and  the 
pnce  of  the  grade  or  grades  dehvered. 

•oUotT**  *^®'*°'  ^^°^  ^  oertiflcates  are  uaed,  one  for  tenderable  cotton  and  the  other  for  untenderable 
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Classifying  cotton. — For  the  purpose  of  carrying  out  thejpro visions 
of  the  cotton  futures  act  the  Bureau  of  Agricultural  Economics, 
United  States  Department  of  Agriculture,  maintains  branch  offices 
at  New  York  and  New  Orieans,  the  classifying  of  cotton  being  by  a 
board  of  cotton  examiners  located  at  each  city. 

The  owner  of  cotton  intending  to  tender  it  for  delivery  on  a  future 
contract  requests  the  board  of  cotton  examiners  to  class  his  cotton. 
A  form  for  making  such  requests  is  provided  by  the  Department  of 
Agriculture.  This  form  when  filled  out  gives,  among  other  things, 
the  number  of  bales  of  cotton,  whether  compressed  or  uncompressed,  ^ 
the  location,  weight  and  tag  numbers,  and  is  signed  by  the  owner  or 
person  having  control  of  the  cotton. 

Upon  receipt  of  the  request  the  chief  inspector  of  the  exchange,  in 
the  case  of  New  Orleans,  for  example,  is  instructed  to  sample  the 
cotton.  The  sample  obtained  by  tne  inspector  is  divided  into  two 
parts,  one  of  whicn  is  sent  to  the  board  of  cotton  examiners.  The 
remaining  portion  is  retained  in  case  a  ** review"  of  classification 
should  be  requested.  The  board  examines  the  sample  and  if  the 
grade  is  such  that  the  cotton  is  tenderable  a  certificate,  green  in  color, 
IS  issued  which  gives  the  location,  lot  number,  and  marks,  and  the 
grade  and  length  of  staple  of  each  bale,  and  states  that  the  cotton 
described  is  tenderable  on  future  contract.  If  the  cotton  is  found  to 
be  untenderable  a  pink  certificate  is  issued  which  states  that  the 
cotton  described  in  the  certificate  is  untenderable  and  gives  the  loca- 
tion, lot  number  and  marks  and  also  the  grade  and  length  of  staple 
of  each  bale.  The  certificates  both  for  tenderable  and  untenderaole 
cotton  go  to  the  one  requesting  the  classification." 

The  services  of  the  board  of  cotton  examiners  are  sometimes  used 
for  settling  disputes  as  to  grades  of  cotton.  Samples  of  the  cotton 
are  drawn  and  forwarded  to  the  board  with  the  request  for  classifi- 
cation. The  Department  of  Agriculture  provides  a  form  for  making 
the  request,  which  states  that  '*it  is  fully  understood  that  your 
opinion  *•  will  apply  only  to  the  samples  submitted  and  therefore 
may  not  be  the  true  classification  of  the  cotton  from  which  they  were 
drawn.  It  is  also  fully  understood  that  you  will  not  issue  formal 
cotton  class  certificates  based  upon  these  samples,  but  that  in  case 
any  of  such  cotton  is  actuaUy  tendered  for  deUvery  on  a  future 
contract  made  subject  to  section  5  of  said  act  as  amended  it  must  be 
regularly  inspected,  sampled,  and  classed,  and  formal  cotton  class 
certificates  must  be  obtained  for  the  purpose  as  set  forth  in  the 
regulations  of  the  Secretary  of  Agriculture. 

The  board  classes  the  samples  submitted  and  reports  the  grade  and 
staple  length  of  each  sample.  While  the  cotton  futures  act  does  not 
contemplate  the  use  of  tne  board  of  cotton  examiners  for  settling 
disputes,  it  is  frequently  used  for  this  purpose. 

i*  The  board  issues  a  report  each  day  showing,  among  other  things,  tiM  ootton  r'ttt^fliri  Uut  day  and 
the  quantity  classified  to  date. 
^  £eferriiig  to  the  board  of  cotton  eiaminafi. 


Section  7.  Volnme  ot  future  trading  and  of  deliveries. 

The  following  statement  shows  for  specified  years  the  volume  of 
trading  in  cotton  futures  on  cotton  exchanges  in  the  United  States: 


Exchanges 

1918-19 

1919-20 

1920-21 

1921-22 

New  York  Cotton  Exchange 

Bales 
73, 159,  800 
34,100,000 

Bales 
73,333,300 
49, 148, 700 

490. 910 

Bales 
67, 758. 600 
34,509,500 

2,165,850 

Bales 

78, 361, 700 

New  Orleans  Cotton  Exchange 

40, 701,  700 

American  Cotton  and  Qrain  Exchange  (New 
York  City) 

5,  572.  410 

Total 

107,259,800 
11, 906, 480 

122, 972.  910  ;     104, 433,  950 
11,325,532  ,      13.270.970 

124,635,810 

Total  United  States  crop  > 

7, 977,  778 

1  Running  bales,  counting  round  as  half  bales,  as  reported  by  the  Bureau  of  the  Census,  Cotton  Produc* 
tion  in  the  United  States— Crop  of  1921,  p.  2. 

The  total  volume  of  future  trading  on  the  three  exchanges  ranged 
(in  the  four-year  period  1918-1922)  from  104,433,950  bales  m  1920-21 
to  124,635,810  bales  in  1921-22.  The  statement  clearly  shows  that 
the  New  York  market  is  the  one  most  used  for  trading  in  futures. 

The  large  volume  of  future  trading  as  compared  with  the  quantity 
of  cotton  actually  grown  is  due  to  a  number  of  factors.  It  is  the 
practice,  generall}',  for  most  cotton  dealers  to  hedge  their  purchases 
of  spot  cotton.  It  is  possible  that  the  same  bale  may  be  hedged 
many  times  as  the  bale  passes  from  dealer  to  dealer  on  its  way  to  the 
spinner.  In  addition  traders  frequently  transfer  their  hedges  from 
one  month  to  another  and  also  from  one  market  to  another,  and  thus 
add  greatly  to  the  volume  of  future  trading.  Speculative  trades  also 
are  included  in  the  volume  of  futures  shown  in  the  preceding  state- 
ment and  form  a  large  proportion  thereof,  but  it  is  impossible  to 
determine  the  proportion  that  such  trades  bear  to  the  total. 

The  following  statement  shows  the  volume  of  deliveries  on  future 
contracts  on  the  New  Orleans  Cotton  Exchange  and  on  the  two 
cotton  exchanges  at  New  York: 


Exchanges 


New  York  Cotton  Exchange 

New  Orleans  Cotton  Exchange 

American  Cotton  and  Grain  Exchange 

Total 


1919-20 


Bala 

84,000 

36,100 

350 


120,450 


1920-21 


Bala 
265,900 
112,100 
1,300 


379,300 


1921-23 


Balet 
546,800 
101,400 
500 


648,790 


As  shown  by  the  statement,  the  quantity  of  cotton  delivered  on 
future  contracts  at  New  York  and  New  Orleans  ranged  (in  the  three- 
year  period  1919-1922)  from  120,450  bales  in  1919-20  to  648,790 
Dales  in  1921-22.  The  volume  of  deliveries  at  New  York  greatly 
exceeded  those  at  New  Orleans.  There  is  no  practicable  way 
of  determining  what  proportion  of  these  deliveries  was  sold  out 
through  the  futures,  the  warehouse  receipt  being  redelivered  on 
future  contracts  of  the  same  or  a  succeeding  delivery  month,  and  what 
proportion  was  finally  absorbed  by  the  cotton  trade  and  the  mills. 
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Section  8.  The  future  contract  as  a  hedge. 

Nature  of  the  hedge, — Both  the  merchandiser  of  spot  cotton  and  to 
some  extent  the  manufacturer  of  cotton  goods  use  the  futures  exchange 
as  a  means  of  hedging  or  avoiding  the  risk  involved  in  subsequent 
changes  in  the  market  price  of  cotton,  the  merchant,  mainly  on  the 
short  side  (i.  e.,  by  sale  of  a  future)  to  protect  his  spot  purchases 
against  a  decline  in  the  market  before  their  sale,  though  at  times  on 
the  long  side  (i.  e.,  by  purchase  of  a  future)  to  protect  his  sales  for 
forward  delivery  against  a  rise  in  the  price  of  cotton  before  its  pur- 
chase ;  the  manufacturer,  largely  on  the  long  side,  as  a  hedge  against 
a  rise  in  the  price  of  spot  cotton  when  he  has  sold  finished  goods 
ahead  and  is  not  able  or  not  disposed  to  cover  immediately  by  the 
purchase  of  the  quality  of  cotton  required,  but  at  times  on  the  short 
side  as  a  hedge  against  a  decline  in  spot  cotton  when  the  contract 
for  the  forward  delivery  of  goods  subsequently  to  be  manufactured 
can  not  be  made  at  the  time  of  the  purchase  of  the  spot  cotton. 
But  cotton  manufacturers  generally  do  not  buy  or  sell  futiu'es  them- 
selves to  a  great  extent,  using  instead  the  buyer's  call  contract,^®  in 
which  case  the  merchant  in  enect  hedges  on  behalf  of  the  spinner  to 
whom  he  has  sold  cotton. 

Hedging  assimies  the  existence  of  a  nearly  parallel  movement  in 
spot  and  future  prices.  If  this  parallel  movement  prevails,  the  mer- 
chant or  manufacturer  who  has  hedged  the  purchase  of  spot  cotton 
by  the  sale  of  a  future,  if  cotton  declines,  will  have  a  loss  arising  from 
the  sale  of  cotton  or  its  equivalent  in  goods  on  a  lower  cotton  market, 
which  will  be  offset  by  a  gain  arising  from  the  purchase  of  a  future 
at  a  correspondingly  lower  price  when  he  closes  out.  On  the  other 
hand,  if  cotton  advanced  he  will  have  a  gain  arising  from  the  sale 
of  cotton  or  goods  on  a  higher  cotton  market,  which  will  be  offset 
by  a  loss  from  the  purchase  of  a  future  at  a  correspondingly  higher 
price  when  he  closes  out  his  future.  In  a  similar  manner  protection 
is  secured  by  the  hedging  of  a  contract  for  the  forward  delivery  of 
cotton  or  goods  by  the  purchase  of  a  future.  The  hedge  therefore 
tends  to  efiminate  both  losses  and  gains  that  are  due  to  changes  in 
the  general  level  of  spot-cotton  prices,  or  are  speculative  in  character. 
Merchandising  and  manufacturing  gains  and  losses  should  remain 
substantially  untouched  by  the  hedge. 

That  the  future  contract  may  be  closed  out  at  any  time  by  the 
execution  of  a  contra  contract  greatly  facilitates  the  making  and  the 
use  of  the  hedge.  Indeed,  while  the  future  contract  always  contem- 
plates deUvery  and  the  hedge  seller  has  the  commodity  in  his  posses- 
sion and  would  seem  to  be  able  to  deliver  easily,  its  actual  delivery  on 
the  future  contract  involves  the  sacrifice  by  the  merchant  of  the 
advantage  of  any  special  qualities  in  the  particular  lot  of  cotton  or* 
of  any  special  demand  for  it,  so  that  in  general  the  spot  merchant 
will  deliver  hedged  cotton  on  his  contracts  only  as  a  last  resource. 

»  An  "on-call"  transaction  is  one  wherein  the  seller  (usually  the  merchant)  agrees  to  deliver  a  certain 
Quantity  of  cotton  and  the  buyer  (usually  the  manufacturer)  to  receive  it  within  a  certain  period,  option 
as  to  date  of  call  usually  with  the  buyer,  price  to  be  fixed  at  so  many  points  on  or  ofl  some  specified  option 
(October,  e.  g.).  Such  a  contract  protects  the  buyer  against  a  lo6s  arising  from  a  change  in  the  basis  and 
allows  him  to  set  the  price  when  he  thinks  the  market  low.  Under  the  buyer's  call,  if  the  seller  of  the 
spot  cotton  does  not  wish  to  speculate  for  a  profit  through  a  change  of  basis,  he  will  buy  the  spot  and 
sell  the  future,  holding  the  hedge  or  future  sale  until  the  buyer  says,  "Fix  the  price."  when  he  buys  in 
the  future  and  bills  the  buyer  of  the  spot  according  to  the  terms  of  the  purchase.  If,  however,  he  waits 
until  the  buyer  calls  t)efore  he  purchases  the  spot  cotton,  the  basis  may  have  widened,  in  which  case,  if 
the  basis  is  on,  he  incurs  a  loss,  or  if  off,  he  makes  a  gain;  or,  the  basis  may  have  narrowed,  in  which  case 
the  reverse  is  true.  Under  the  seller's  call  the  merchant  is  given  the  "call"—!,  e.,  the  right  to  choose  the 
time  when  the  price  shall  be  fixed. 


Extent  of  use  of  the  hedge. — The  cotton  futures  markets  are  used  for 
hedging  purposes  as  a  regular  practice  by  the  larger  merchants  and 
dealers  and  to  a  considerable  extent  by  manufacturing  consumers. 
Growers  and  the  factors  who  represent  them  use  the  hedge  very 
httle. 

Except  for  the  operations  of  the  merchants  and  spinners  who  are 
inchnea  to  take  speculative  risks  rather  than  use  the  futures  market, 
cotton  is  hedged  from  the  time  when  it  reaches  a  concentration  point, 
where  it  can  be  handled  in  100-bale  units,  until  represented  in  sales  of 
manufactured  goods  for  immediate  or  forward  delivery.  Conserva- 
tive merchants  of  spot  cotton  and  many  manufacturers  of  cotton 
goods  use  the  futures  market  as  a  hedging  facihty,  except  where 
safeguarded  by  a  contra  purchase  or  sale  for  foi-ward  dehvery. 
For  a  merchant  or  manufacturer  to  carry  cotton  or  goods  unhedged 
or  unsold  under  present  marketing  conditions  is  regarded  by  the 
trade  as  speculative,  although  it  will  not  be  denied  that  this  is  often 
done.  Many  mills,  of  course,  purchase  spot  cotton,  or  contract  to 
accept  fon\'ard  delivery  of  spot  cotton  simultaneously  with  their 
contracting  to  deliver  finished  goods  in  the  future,  thus  obviating  any 
need  of  using  the  futures  market  as  a  hedge  or  incurring  risk  of  chang- 
ing cotton  prices. 

A  single  use  of  the  hedge  by  the  manufacturer  is  iUustrated  in  the 
buying  hedge  as  follows:  During  October,  A,  a  cloth  jobber,  comes 
to  B,  a  manufacturer,  with  an  order  for  goods  to  be  delivered  in  the 
spring  and  to  be  sold  to  the  retail  trade  for  distribution  during  the 
summer.  The  manufacturer  will  not  need  the  cotton  to  make  up 
this  order  until  January.  By  going  into  the  futures  market  he  can 
buy  cotton  for  January  delivery  and  thereby  determine  more  or  less 
closely  the  cost  of  the  raw  material  required  for  this  order.  The 
probability  is  that  he  will  not  take  delivery  on  a  future  contract  to 
secure  the  actual  cotton  required,  but  he  operates  on  the  theory  that 
factors  in  the  cost  of  the  cotton  to  be  spun  will  correlate  more  or  less 
closely  with  the  fluctuations  in  his  January  contract. 

That  the  grower  does  not  hedge  his  crop  is  sometimes  cited  as  an 
example  of  taking  an  unnecessary  risk.  The  grower  is,  of  course, 
taking  a  risk  when  he  holds  his  crop  without  a  hedge  either  by  the 
sale  of  a  future  or  by  a  contract  for  the  sale  of  the  spot.  Most 
growers  sell  promptly.  In  many  instances  the  small  planter  is  in 
debt  to  a  merchant  or  a  bank  ana  not  in  a  position  to  hold  his  cotton 
under  hedge  or  otherwise  for  a  higher  price.  The  grower's  failure  to 
use  the  futures  market,  even  supposing  he  would  like  to  avoid  this 
risk,  is  easily  explained.  The  mdivimial  grower's  crop  is  usually 
less  than  100  bales,  the  minimum  quantity  which  can  be  covered  by 
a  future  contract  on  either  of  the  larger  exchanges,  and  commonly 
less  than  10  bales,  the  minimum  quantity  which  can  be  covered  by 
a  contract  on  the  odd-lot  futures  exchanges. 

The  cash  margin  required  of  the  holder  of  an  open  future  contract, 
and  the  increasing  margin  required  of  the  seller  of  a  contract  in  case 
of  a  rise  in  the  future  price,  makes  the  matter  a  diflScult  one  for  the 
small  grower  to  manage.  Furthermore,  the  grower  who  has  a  large 
crop  can  ordinarily  sell  his  cotton  spot  almost  as  promptly  as  he  can 
have  a  future  sold  for  him  against  the  cotton  and  in  so  doing  he 
avoids  the  commission  expense  of  selhng  and  buying  the  futures 
contract,  the  interest  charges  on  money  put  up  as  margin,  and  the 
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cost  of  carrying  the  spot  cotton.  Only  under  the  conditions  of  an 
obstructed  spot  market  would  the  hedging  market  serve  the  grower. 
Finally,  the  grower,  particularly  the  small  one,  has  little  knowledge 
of  the  futures  markets,  or  how  they  may  be  used  as  a  hedging  facility. 

The  growers'  cooperative  selling  associations,  so  far  as  tney  have 
been  in  actual  operation,  have  not,  with  one  exception,  hedged  their 
accumulations  of  cotton  from  members.  The  Oklahoma  Cotton 
Growers'  Association,  which  handled  about  95,000  bales  of  the 
Oklahoma  1921  crop,  reports  that  its  policy  is  to  distribute  sales 
over  a  nine-months  period,  offering  some  cotton  every  business  day 
(with  a  few  exceptions),  and  to  secure,  if  possible,  better  than 
average  market  price  for  the  period. 

Its  theory  is  that  the  average  of  sales  carefully  distributed  over  & 
period  of  mne  active  months  will  bring  its  members  a  better  income, 
year  in  and  year  out,  than  sales  made  by  the  planters  individually, 
largely  during  the  ginning  period.  Upon  a  rising  market,  should 
they  hedge  their  stocks  by  the  sale  of  futures,  they  could  not  secure 
the  average  price  of  the  crop  year  for  their  cotton  because  any  rise 
in  the  price  of  spot  cotton  would  be  offset,  ordinarily,  by  a  corre- 
sponding rise  in  the  price  of  the  future  which  must  be  bought  in. 
On  the  other  hand,  should  prices  decline  continuously  from  the 
ginning  period  on,  to  hedge  or  to  sell  spot  for  forward  delivery  would 
probably  result  in  more  than  the  season's  average  price.  If  the 
assumption  that  through  a  series  of  years  prices  will  move  more 
often  and  farther  upward  than  downward  following  the  ginning 
season  is  correct,  the  nonhedgmg  policy  would  appear  to  be  the 
more  advantageous,  though  looked  at  from  the  point  of  view  of  the 
single  year  such  a  poHcy  may  involve  consideraole  risk. 

Hedging  financed  cotton. — That  bankers  will  make  loans  on  cotton 
collateral  more  freely  and  at  smaller  margins  when  the  specific  cotton 
is  hedged  than  they  would  if  it  were  being  carried  subject  to  all  the 
risks  of  market  fluctuations  is  generally  maintained.  As  a  rule, 
bankers  who  engage  in  the  cotton-loan  business  are  strong  advocates 
broadly  of  futures  markets  and  not  merelv  of  their  use  as  a  hedging 
faciUty.  They  feel  that  the  operation  of  tlie  futures  markets  renders 
their  loans  more  Uquid  than  tney  could  possibly  be  otherwise.  Col- 
lateral can  be  sold  or  ^'  hedged  "promptly  by  way  of  the  futures  and  a 
possible  loss  thus  headed  off.  The  practically  continuous  quotations 
during  banking  hours  also  keep  the  banker  apprised  of  the  value  of 
his  security  on  cotton  loans.  Finally,  the  crecnt  of  borrowers  is  made 
more  secure  by  the  hedging  practice  through  the  protection  afforded 
the  hedger.  It  is  a  common  opinion  among  the  New  Orleans  bankers 
that  hedging  is  desirable,  and  it  was  proposed  not  long  ago  to  make  it 
a  rule  of  the  clearing  house  that  each  oorrower  should  file  a  dupli- 
cate copy  of  the  hedging  order  given  to  his  broker  at  the  time  of 
requesting  a  loan,  but  t^is  rule  was  not  adopted.  At  present  the 
bank's  credit  man  does  not  insist  that  hedges  or  forward  sales  be 
placed  against  every  cotton  warehouse  receipt  accepted  as  security 
for  a  loan.  The  exact  practice  on  this  point  has  teen  difficult  to 
determine  precisely. 

One  New  Orleans  bank,  for  example,  stated  in  1922  that  it  asks 
specifically  of  borrowers  on  cotton  whether  the  receipts  are  hedged, 
unless  it  is  apparent  from  the  documents  that  the  cotton  is  being 
applied  on  a  forward  sale.     It  stated  that  it  requires  margins  of  $15 
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a  bale  (3  cents  a  pound),  but  that  it  would  require  much  wider 
margins  were  there  no  futures  market.  It  does  not  ascertain  whether 
the  cotton  is  of  deliverable  grade.  Quite  aside  from  any  question 
as  to  hedging  and  the  utility  of  the  futures  market,  however,  this 
bank  stated  that  it  loans  only  to  reputable  firms  and  that  it  con- 
siders «the  firm's  financial  statement  of  primary  importance  in  mak- 
ing the  loan.  It  appears  that  the  form  of  warehouse  receipt  em- 
ployed does  not  always  provide  the  data  required  to  determine  the 
value  of  the  specific  bales  which  are  pledged.  The  New  Orleans 
Cotton  Exchange,  however,  has  recently  adopted  a  one-bale  receipt 
which  is  designed  to  show  the  weight,  grade,  and  staple  of  each  bale 
of  cotton. 

Another  banker  stated  that  his  bank  makes  a  special  effort  to 
determine  whether  a  borrower's  cotton  is  hedged.  Two  of  the  direc- 
tors of  this  bank  are  actively  engaged  in  the  futures  commission 
business  and  are  asked  to  pass  upon  cotton  loans  during  the  active 
season. 

It  is  said  that  these  directors  can  tell  accurately  whether  or  not  a 
dealer  borrowing  against  accumulated  stocks  of  cotton  has  at  the 
same  time  a  short  interest  in  the  futures  market.  It  is  a  customary 
practice  for  a  borrower  to  collect  his  difference  on  a  broker's  booli 
t** profits"  on  hedges  )  and  transfer  the  fimds  to  the  bank,  which  has 
a  contra  interest  in  the  course  of  prices;  and,  vice  versa,  to  transfer 
needed  additional  margins  from  bank  to  broker,  even  before  '' varia- 
tion" margins  are  called. 

Another  bank  stated  that  it  relies  upon  (1)  the  ability  of  the  credit 
man  to  watch  future  prices,  and  (2)  the  200-point  limit  per  day  set 
upon  fluctuations  in  future  prices  by  regulation  of  the  exchanges. 
Tnis  bank  varies  the  margin  requirea  in  accordance  with  changes  in 
the  level  of  cotton  prices.  It  requires  $15  a  bale  margin  with  cotton 
at  about  20  cents,  when  a  fluctuation  of  200  points  would  amount  to 
$10  or  two-thirds  of  the  customer's  margin. 

If  the  market  should  decline  200  points  the  bank  would,  of  course, 
call  for  margins.  Failing  to  receive  the  funds  on  call,  it  would,  to 
protect  itself,  sell  contracts  in  the  futures  market  on  the  morning  of 
the  next  business  day  to  the  extent  of  the  value  of  the  cotton  col- 
lateral. A  bank  pursuing  such  a  policy  is  not  particularly  concerned 
as  to  whether  the  individual  borrower  has  or  has  not  hedged  his  cotton. 

The  president  of  another  bank  stated  that  his  bank  inquires  spe- 
cifically as  to  whether  the  cotton  hypothecated  is  hedged.  On  loans 
where  the  cotton  is  known  to  be  hedged  and  within  the  tenderable 
grades,  it  requires  a  margin  of  $10  a  bale  (the  price  being  about  20 
cents) .  It  would  require  fully  $20  a  bale  were  the  cotton  not  hedged, 
as  it  does  in  the  case  of  staple  or  low-grade  cotton  where  it  is  diffi- 
cult to  make  the  hedge  effective.  He  emphasized  the  fact  that,  in 
the  last  analysis,  the  bank  loans  on  the  net  worth  of  the  borrower. 

The  credit  official  of  a  fifth  bank  stated  that  if  the  grade  and  staple 
show  that  the  cotton  is  tenderable  in  the  futures  market  and  not  a 
specialty  or  staple  cotton,  and  if  the  bank  knows  that  it  is  hedged,  it 
will  lend  perhaps  90  per  cent  of  the  market  value  on  the  warehouse  re- 
ceipts. In  the  case  of  specialties  and  staple  cotton  it  loans  a  much  lower 
percentage  because  of  the  difficulty  of  determining  its  commercial  value 
and  because  it  can  not  be  protected  in  the  hedging  market.     His  bank 
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would  not  cease  to  lend  on  cotton,  he  said,  if  the  futures  market  were 
eliminated,  but  it  would  lend  only  to  the  larger  and  richer  concerns. 

Finally,  a  sixth  bank  stated  that  in  lendmg  to  spot  cotton  houses 
of  estabUshed  reputation  it  does  not  make  a  point  of  inquiring  as  to 
whether  the  cotton  represented  by  the  receipts  pledged  has  been 
hedged  in  the  futures  market.  It  assumes  that  the  borrowers  do  hedge 
their  cotton  and  that  they  ''know  how  to  run  their  own  business." 
In  loaning  to  a  new  concern,  however,  it  not  only  inquires  as  to 
whether  the  cotton  is  hedged  but  insists  that  the  hedges  be  not  taken 
off  except  on  its  order.  Were  it  not  for  the  presence  of  the  hedging 
market,  this  bank  stated,  it  would  have  to  require  a  margin  of  25  to 
40  per  cent  as  against  5  to  10  per  cent.  This  bank  not  long  since  made 
a  loan  against  warehouse  receipts  valued  at  $100,000.  The  concern 
to  which  the  loan  was  made  failed.  The  bank  immediately  sold 
futures  against  this  cotton,  putting  up  its  own  margin  with  the  cotton 
futures  broker.  It  appears  that  this  practice  is  resorted  to  by 
bankers  at  times  when  they  have  reason  to  doubt  the  solvency  of  a 
cotton  concern  to  which  they  have  advanced  credit. 

In  summary,  it  can  not  be  said  that  bankers  specializmg  in  cotton 
loans  invariably  insist  that  the  specific  cotton  hypothecated  be 
hedged.  Oftentimes  they  have  not  positive  information  as  to 
whether  this  is  true.  Most  of  those  interviewed  tak*^  the  position 
however,  that  the  hedging  facility  afforded  by  the  fuiures  market 
gives  to  cotton  paper  a  hquid  character  which  it  could  not  otherwise 
have,  and  that  they  can  lend  up  to  a  higher  percentage  of  the  value 
of  the  security  because  the  futures  market  provides  them  with 
continuous  information  as  to  the  value  of  the  security.  A  firm's 
worth  is  of  primary  importance  in  borrowing  on  cotton  as  in  borrowinc' 
against  an>;  other  property.  It  is  probable  tha.t  the  majority  o1 
banks  making  loans  on  cotton  would  lend  on  the  basis  of  large 
working  capital  and  conservative  management  regardless  of  the 
fact  that  a  concern  carried  cotton  unhedged. 

Hedging  and  the  ''6asw."— As  stated  by  a  member  of  one  of  the 
exchanges : 

It  is  a  first  principle  of  the  orderly  conduct  of  the  cotton  business,  in  so  far  as 
futures  are  concerned,  that  the  price  of  futures  in  the  hedge  market  should  be 
property  correlated  with  the  market  value  of  cotton  in  the  original  (or  producinir) 
markets  and  in  the  consuming  markets. 

This  relationship  of  prices— the  difference  between  the  spots  and 
the  futures— is  referred  to  by  the  trade  as  the  ''basis,"  and  is  of 
primary  interest  to  cotton  merchants  whether  selling  to  domestic 
mills  or  for  foreign  account  and  to  all  manufacturers  who  hedge. 
Assuming  that  hedging  is  practiced,  the  basis  affecting  individual 
hedged  transactions  is  more  important  than  the  general  course  of 
either  the  spot  or  the  futures  market,  since  the  basis  shows,  so  far  as 
can  be  shown,  how  efficiently  the  hedge  is  working. 

This  may  be  illustrated  as  follows:  A.  B.  &  CoTbought  Get  us  say) 
100  bales  of  middlmg  seven-eighths-inch  cotton  at  34.06  cents  per 
pound  in  producing  territory  on  August  1,  1919,  immediately  selling  a 
future  for  October  deliveiy,  New  York,  at  34.95.-  The  company  thus, 
paid  ''89  points  off  New  York,"  which  would  cover  the  cost  of  mov- 
mg  the  cotton  to  New  York  and  making  delivery  on  contract  (i.  e.^ 
from  some  part  of  the  Cotton  Belt) .  Its  business  consisted,  however, 
of  accumulating  lots  of  cotton  suitable  for  mill  consumption.     Ao- 
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cordinglv,  after  carrying  the  cotton  a  few  days  the  company  sold  it 
(100  bales)  to  a  New  England  mill  at  10  points  "on"  New  York 
October,  price  to  be  fixed  on  or  before  September  20.  The  mill 
"called"  lor  the  cotton  September  20  and  A.  B.  &  Co.  bought  New 
York  October  at  29.78,  making  the  price  of  the  spot  cotton  29.88. 
Thus  it  closed  out  the  hedge  at  a  profit  of  5.17  cents  and  sold  the  spot 
cotton  at  a  loss  of  4.18.  The  gross  profit  on  the  round  transaction 
was,  therefore,  0.99  cents  per  pound,  or  $495,  out  of  which  must 
come  carrying  charges  on  tne  spot  cotton,  commission  charges,  etc. 
If  at  the  time  of  the  sale  of  hedged  cotton  by  a  merchant  or  of  goods 
manufactured  from  hedged  cotton  by  a  manufacturer  and  of  the 
purchase  of  the  future  used  as  a  hedge,  the  discount  of  spot  as  com- 

Eared  with  the  future  is  less  than  it  was  at  the  time  the  cotton  was 
edged,  or  the  premium  is  greater,  there  is  a  gross  profit  to  the  mer- 
chant or  manufacturer  to  the  amoimt  of  the  difference;  if  the  dis- 
count is  greater  or  premium  less,  there  is  loss  equal  to  the  amount 
of  the  difference,  additional  to  expenses  incident  to  the  handling  of 
both  spot  and  future  business. 

If  the  merchandising  company  had  found  it  impossible  to  sell  the 
cotton  at  a  profit  in  the  spot  market  it  mi^ht  have  moved  it  to  New 
York  and  had  it  certificated  for  delivery  m  October.  The  original 
premium  of  89  points,  future  over  spot,  would  probably  have  allowed 
it  to  dispose  of  the  cotton  in  this  way  at  an  inappreciable  loss  or 
even  at  a  small  profit.  If  at  the  time  when  it  is  desired  to  dispose 
of  hedged  cotton  in  the  spot  market  the  future  in  which  the  hedge  is 
placed  is  at  a  premium  over  the  spot,  it  is  costly  to  buy  in  the  hedge 
(unless  it  was  sold  at  an  even  greater  premium)  and  it  may  be  better 
to  await  the  delivery  month  and  deliver  the  cotton  on  the  futures 
instead  of  selHng  it  spot.  If  the  future  is  at  a  discount  under  spot 
the  effect  is  the  opposite;  or,  strictly  speaking,  if  the  discount  is 
greater  than  when  the  hedge  was  placed,  it  pays  better  by  the  amount 
of  this  additional  discount  to  sell  the  spot  and  buy  in  the  future.  To 
deliver  on  the  future  sold  at  a  discount  would  involve  a  loss  equal 
to  the  discount.  This  statement,  however,  does  not  take  into  account 
the  commission  charge  for  buying  in  the  hedge  on  the  one  hand,  or 
carrying  costs  and  delivery  charges,  including  transportation  of  the 
cotton  to  the  exchange,  on  the  ouier. 

In  the  foregoing  illustration  it  is  assumed  that  A.  B.  &  Co.  was 
able  to  buy  the  cotton  at  a  basis  enabling  it  to  sell  the  hedge  contract 
at  a  considerable  premium.  As  future  and  spot  prices  come  prac- 
tically together  during  the  dehvery  month,  some  believe  that  the 
futures  markets  are  not  functioning  properly  unless  the  more  distant 
delivery  months  within  the  same  crop  year  show  premiums  over 
present  spot  prices  which  will  cover  the  costs  of  carrying  the  cotton 
during  the  intervening  period — i.  e.,  will  provide  the  "carrying 
charges."  However,  such  a  condition  has  not  prevailed  with  any 
regularity  during  the  past  few  years.  For  extensive  periods  the  more 
distant  delivery  montns  have  run  at  a  discount  under  the  near  months 
and  the  near  month  (or  '' cover"  month)  has  very  frequently  been  at  a 
discount  under  the  spot  price  of  middling  seven-eighths-inch  cotton. 
Cotton  merchants  have  been  paying  more  for  spot  cotton  of  deliver- 
able grade  in  the  belt  than  the  price  at  which  they  sold  hedge  con- 
tracts in  the  futures  market.     This  condition  frequently  rendered 
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the  hedge  of  uncertain  value  as  ''price  insurance"  and  dealers  were 
protected  only  to  the  extent  of  being  reasonably  secure  against  large 
losses. 

If,  to  continue  the  illustration,  A.  B.  &  Co.  had  bought  100  bales 
on  August  4,  1919,  it  might  have  paid  32.73.  This  price  was,  say, 
43  points  ''on"  New  York  October.  It  would  have  sold  the  hedge 
contract  in  New  York  at  32.30.  Now  had  it  closed  out  the  hedge 
sale  at  29.78  on  September  20  as  in  the  former  transaction,  and  sold 
the  spot  cotton  at  29.88  it  would  have  made  a  profit  of  2.52  cents 
on  the  futures  and  incurred  a  loss  of  2.85  cents  on  the  spot  sale,  or 
a  net  loss  of  33  points,  exclusive  of  commission,  tax,  and  other  oper- 
ating costs. 

This  condition  is  complained  of  by  certain  merchants  operating  in 
the  South,  and  it  is  pointed  to  as  " unconmiercial  and  dangerous^ by 
at  least  one  competent  observer  in  the  New  York  market,  viz: 

Now,  we  have  had  during  the  past  few  years  a  state  of  things  in  the  cotton 
business  which  I  have  myself  always  regarded  as  uncommercial  and  dangerous — a 
state  of  things  in  which  the  so-called  basis  has  been  out  of  proper  relation  with 
the  price  of  the  hedge  contracts  in  the  futures  markets.  To  be  specific,  if  a  cotton 
merchant  buys  100  bales  of  middling  cotton  at  some  point  in  the  South,  deliber- 
ately paying  for  that  cotton  2,  3,  and  4  cents  a  pound  more  than  the  price  at 
which  he  can  sell  his  hedge  contract,  he  is  engaged  in  what  is  fundamentally  an 
uncommercial  and  hazardous  operation;  but  the  practice  of  paying  a  basis  for 
actual  cotton  much  in  excess  of  the  going  price  of  the  future  contract  has  been 
exceedingly  prevalent  in  the  cotton  trade  since  1916.  It  reached  its  climax  in 
the  end  of  1919  and  early  1920,  when  even-running  middling  cotton — upland 
cotton — was  carried  by  cotton  merchants,  was  traded  in — bought  and  sold — by 
cotton  merchants  at  4  and  5  cents  a  pound  premium  over  the  going  price  of  the 
hedge  contract.  In  other  words,  if  the  going  price  of  the  hedge  contract  was  30 
cents,  cotton  merchants  all  over  the  South  were  buying  middling  cotton  at  35 
cents,  and  proceeding  to  hedge  it  with  future  contracts  sold  at  30  cents  a  pound. 
For  grades  superior  to  middling  and  for  cottons  having  staple,  these  premiums — or 
this  basis — ^assumed  perfectly  unbelievable  proportions.  We  had  people  buying 
1-1^  inch  cotton  at  30  cents  a  pound  premium  over  the  price  of  a  hedge  con- 
tract which  they  were  selling  against  it.  We  had  people  buying  American- 
Egyptian  cotton  at  60  and  70  cents  a  pound  premium  over  the  hedge  contract 
which  they  were  selling  against  it.  Now,  all  that  was  exceedingly  uncommercial 
and  thoroughly  dangerous.  The  danger  did  not  develop,  of  course,  until  the 
process  of  price  deflation  set  in,  when  the  basis  began  to  fade  away.  Then  it 
developed  upon  a  most  alarming  scale,  and  great  numbers  of  cotton  merchants 
were  nearly  or  quite  ruined  by  the  shrinkage  in  the  basis  of  the  stocks  of  cotton 
which  they  were  carrying.  They  had  paid  those  enormous  premiums  for  cotton, 
as  compared  with  the  hedge,  and  the  hedge  afforded  them  no  protection  against 
decline  in  the  basis. 

It  appears  that  merchants  who  are  able  to  sell  "on  call"  several 
months  in  advance  of  dehvery  on  a  favorable  basis  may  make  large 
profits  during  periods  when  the  spot  cotton  is  selling  at  considerable 
premiums  over  the  futures.  For  example,  if  in  April,  1920,  A.  B. 
&  Co.  was  able  to  sell  100  bales  "on  call"  for  October  delivery  at 
600  points  "on"  New  York  Octobers  and,  being  called  to  set  the 
price  in  September,  could  buy  the  cotton  at  50  points  "on"  October 
(future  ana  spot  coming  close  to  a  parity  during  the  deUvery  month) 
it  was  in  position  to  make  a  gross  profit  of  about  5i  cents  a  pound. 
In  trading  of  this  sort  the  merchant  places  no  hedge  (since  he  buys 
the  cotton  when  the  call  is  made)  ana  needs  only  to  watch  the  basis. 
The  mill  takes  no  risk  of  a  change  in  basis,  the  merchant  assuming 
this.  The  merchant  is  relying  on  the  probabihty  that  the  basis  win 
narrow  rather  than  widen  before  delivery  has  to  be  made.  Handled 
in  this  way,  the  transaction  is  not  especially  hazardous  for  the  mer- 
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chant  so  long  as  spot  and  future  prices  come  nearly  together  during 
the  delivery  month. 

There  is  little  likelihood  that  the  merchant  will  lose  provided  he 
makes  no  mistake  as  to  relative  supphes  of  the  qualities  of  cotton 
in  the  crop  and  provided  he  can  fix  nis  basis  several  months  in  ad- 
vance of  the  delivery  month  on  which  the  sale  is  based.  The  mer- 
chant may  defer  his  purchase  of  spot  cotton  to  fill  contracts  until 
they  are  called  in  order  to  profit  from  a  narrowing  basis.  With 
spots  at  a  premium  over  futures,  the  market  is  not  favorable  for  the 
hedging  of  spot  purchases.  On  the  contrary,  it  is  a  favorable  mar- 
ket for  the  hedging  of  spot  sales  (a  so-called  spinners'  hedging  mar- 
ket) and  often  the  mill  will  buy  the  futures  instead  of  using  the 
"on  call"  contract,  itself  securing  the  profit  from  the  narrowing  of 
the  basis.  The  purchase  "on  call,"  nowever,  saves  it  from  any 
risk  of  loss  due  to  further  widening  of  the  basis  and  insures  its  getting 
the  kind  of  cotton  it  wants. 

As  suggested  above,  the  sale  of  spots  at  premium  over  the  future, 
such  as  has  prevailed  much  of  the  time  since  the  war,  creates  a  mar- 
ket favorable  to  the  hedging  of  sales  of  spot  cotton  rather  than  of 
purchases.  The  statement  made  above  (p.  129)  applicable  to  the 
profit  or  loss  arising  from  purchases  of  spot  hedged  by  sales  of  fu- 
tures, conversely  stated,  applies  also  to  sales  of  spot  hedged  by  pur- 
chases of  futures.  It  is  important  that  sales  of  cotton  or  goods  for 
forward  delivery  be  made  at  a  price  equal  to  or  better  than  the 
accompanying  hedge  operations  of  futures. 

Assuming,  however,  that  cotton  or  goods  for  forward  delivery  are 
sold  at  a  price  equal  or  equivalent  to  the  cost  of  the  future  employed 
as  a  hedge,  the  rule  may  be  stated  thus:  If  at  the  time  of  the  purchase 
of  cotton  to  apply  against  a  hedged  contract  for  the  sale  of  cotton  or 
goods  for  forward  delivery  and  of  the  hedge  sale  of  the  future,  spot 
cotton  is  at  a  discount  (i.  e.,  the  future  at  a  premium)  as  compared 
with  the  future  used  as  a  hed^e,  the  merciiant  or  manufactuier 
profits  to  the  amount  of  the  discount  (expense  of  commission  in 
placing  and  removing  the  hedge  not  considered);  if  the  spot  is  at  a 
premium  (i.  e.,  the  future  at  a  discoimt)  the  merchant,  or  manufac- 
turer loses  to  the  amount  of  the  premium.  Should  the  sale  of  cotton 
or  goods  for  forward  delivery  be  made  at  a  given  number  of  points 
off  the  future,  the  merchant's  or  manufacturer's  profit  is  reduced  or 
his  loss  increased  by  that  much.  If  sold  at  a  given  number  of  points 
on  the  future,  the  profit  is  increased  or  the  loss  reduced  by  that 
much. 

Section  9.  Trading  in  cotton  puts  and  calls. 

Both  the  New  York  and  New  Orleans  exchanges  prohibit  trading 
in  puts  and  calls,  or  privileges,  by  their  members.  This  rule  appears 
to  DC  dulv  observed,  nor  does  there  appear  to  be  any  demand  among 
the  memners  of  the  exchanges  or  in  tne  cotton  trade  for  a  change  in 
the  rule. 

There  is  occasion  to  consider  in  this  connection,  however,  certain 
conditions  outside  the  scope  of  the  usual  activities  of  the  authorities 
of  the  exchanges.  Certain  ostensible  brokers,  professing  connection 
with  some  so-called  exchange,  circulaiize  the  public  through  the 
mails,  offering  the  opportimity  to  trade  in  cotton  puts  ana  calls. 
They  prefer  to  refer  to  puts  and  calls  by  some  other  name.    They  do 
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not  appear  to  offer  to  take  trades  in  grain  puts  and  calls,  doubtless 
because  these  aie  subject  to  a  prohibitive  tax,  and  such  "brokers" 
could  not  with  a  show  of  legality  make  profits  in  that  way. 

The  rule  of  the  New  York  and  New  Orleans  Cotton  Exchanges 
regarding  puts  and  calls  should  be  given  more  comprehensive  effect 
by  legislation  extending  the  existing  prohibitive  tax  on  grain  puts 
and  calls  to  cover  cotton  puts  and  calls.  The  Government  should 
support  the  policy  of  the  exchanges  in  this  particillar  nnd  should 
extend  its  effect  to  prevent  a  worse  use  of  this  form  of  contract  than 
any  organized  exchange  could  afford  to  countenance. 

Section   10.  Publication  of  the  volume  of  total  future  transactions 
and  open  trades.  ^ 

A  daily  report  of  total  future  transactions  and  open  trades  on  the 
cotton  exchanges  would  seem  to  be  desirable  and  in  the  pubUc  interest 
The  prompt  publication  of  such  transactions  would  involve  little  if 
any  additional  work  for  the  exchanges,  although  it  might  involve  the 
establishment  of  the  convplete  clearing  house  at  New  Orleans  Re- 
ports to  the  New  York  Cotton  Exchange  clearing  house  containing 
aU  the  reqmred  mformation  as  regards  transactions  are  already  made 
daily  The  compilation  of  open  trades  would  involve  additional 
work  by  the  members  in  making  these  reports  in  order  to  obtain  the 
sigmficant  open-trade  figure,  smce  trades  open  on  the  books  for 
customers,  and  not  merely  those  open  at  the  clearing  house  would 
have  to  be  compiled  and  reported  by  each  clearing  member.  It 
should,  of  course,  be  understood  that  such  a  plan  does  not  contemplate 
the  pubhcation  of  the  names  of  purchasers,  or  sellers,  or  of  holders 
of  ODen  contracts,  but  only  totals. 

Tne  majority  of  the  cotton  trade  appears  to  be  opposed  to  the  daily 
pubhcation  of  the  volume  of  transactions  and  of  open  trades.  Some  in 
ef^ct  say  that  the  publication  of  exact  information  as  to  open  trades  in 
different  options  would  interfere  with  the  satisfactory  functioning  of 
the  futures  market.  One  New  Orleans  merchant  says  that  the  pi3)li- 
cation  of  such  figures  (open  trades  from  day  to  day)  would  t^ive  a 
very  erroneous  impression.  Neither  the  public,  nor  even  ^  the 
people  m  the  trade,  he  asserts,  appreciate  the  function  of  speculators, 
who  furnish  contracts  to  the  legitimate  or  hedging  trade  and  thus 
prevent  the  sudden  advance  of  a  particular  option  wtien  there  arrives 
an  unexpected  demand  for  cotton  at  a  particular  time.  Unless 
speculators  are  allowed  to  operate  in  a  large  quantity  of  futures, 
there  would  result,  he  claims,  uneven  values  between  months  and 
between  markets,  but  all  these  differences  are  adjusted  by  the  specu- 
lator who  knows  the  fundamental  merits  of  the  different  months  and 
the  different  markets  and  keeps  them  to  something  like  a  proper 
relation  to  each  other.  This  merchant  evidently  cortfuses  the  publi- 
cation of  the  volume  of  transactions  with  limitation  on  volume  of 
trading.  His  statement  is  relevant  only  as  evidence  of  the  weakness 
of  much  of  the  opposition  to  the  idea. 

It  is  also  alleged  that  such  publication  would  lead  to  attempts  at 
manipulation.  On  this  point  a  New  Orleans  dealer  expresses  the 
following  opinion: 

I  can  see  where  a  good  deal  of  danger  lies  in  the  posting  of  open  contracts  of 
ciistomers,  and  at  the  moment  I  can  not  see  where  there  would  be  any  advantage 
The  danger  would  be  in  the  fact  that  a  certain  class  of  speculative  business  would 
be  openly  encouraged  to  take  hold  of  the  market,  knowing  in  which  month  a  pre- 
ponderance of  contracts  were  open,  one  side  or  the  other. 


Other  objections  are  raised.  For  example,  a  New  Orleans  dealer 
objects  to  such  publication — 

For  the  reason  that  I  don't  think  that  the  public  in  general  are  entitled  to 
have  that  information  in  hand. 

A  South  Carolina  merchant  says: 

The  harm  from  such  information  would  come  from  agitation  ♦  *  *  trouble 
makers  who  would  have  a  grand  time  talking  about  overselling  the  crop. 

It  is  felt  by  some  members  of  the  trade,  however,  that  the  daily 
publication  oi  the  volume  of  customers'  open  trades  by  options  might 
tend  to  improve  the  hedging  market.     A  Texas  merchant  said: 

I  don't  know  whether  it  would  increase  or  decrease  manipulation,  but  I  think 
it  would  be  a  good  thing  for  the  trade  in  general.  For  instance,  if  I  knew  that 
there  was  an  unusually  large  amount  of  July  futures  open,  I  would  not  use  that 
month  as  a  hedge,  t  would  try  to  use  another  month,  if  possible.  The  same 
applies  if  there  is  too  small  an  amount  outstanding.  Then  it  would  be  hard  to 
get  out  for  covering  purposes. 

In  this  connection  it  should  be  added  that  some  claim  that  the 
hedger  would  also  be  put  in  a  better  position  to  make  decisions,  as 
to  the  placing  and  the  shifting  of  his  nedges,  by  the  publication  of 
the  volume  of  transactions  in  each  option,  because  this  would  show 
the  relative  activity  of  the  different  ^positions"  or  options.  If  this 
view  is  correct  it  would  appear  that  the  effect  of  such  publicity  upon 
manipulation  would  be  to  check  this  evil.  In  addition  all  traders 
would  have  warning  some  time  in  advance  of  the  delivery  month  of 
what  was  likely  to  happen  in  that  month. 

Under  present  conditions  extravagant  guesses  are  made  as  to  who 
is  long  or  short  and  whether  heavy  trading  at  a  particular  time  is  due 
to  the  undoing  or  building  up  of  straddle  interests,  etc.  A  New  York 
ring  broker  says  that  he  can  not  himself  follow  the  operations  of  the 
houses  that  he  trades  for  because  they  are  buying  and  selling  alter- 
nately and  shifting  between  different  months,  or  they  may  be  trans- 
ferring hedges,  or  the  orders  may  be  on  account  of  miD  fixation,  or 
offers  from  the  South.  "I  can't  tell  what  is  doing,  and  don't  try  to 
follow.  Of  course,  I  can  guess,  but  can  only  guess.''  The  same 
broker  observes  that  such  inferences  are  usually  wrong  and  that  it  is 
all  guesswork  as  to  who  is  selling  and  who  is  buying. 

The  official  publication  of  the  total  transactions  and  gross  open 
trades  each  day  would,  therefore,  go  some  distance  in  the  direction 
of  reducing  misinformation  and  misstatements  in  regard  to  transac- 
tions in  the  futures  market,  and  would  enable  traders  to  conduct 
their  operations  with  better  information  as  to  what  the  actual  con- 
ditions in  the  future  markets  were,  and  with  greater  knowledge  as  to 
what  might  be  expected.  They  would  have  some  definite  general 
statistical  data  instead  of  mere  gossip  and  inferences. 

Section  11.  The  size  of  the  unit  of  trading  in  cotton  futures. 

The  contract  unit  for  future  trading  both  at  New  Orleans  and 
New  York  is  100  bales  or,  more  exactly,  50,000  pounds  gross  weight 
of  cotton.  At  30  cents  a  pound  a  single  contract  has  a  value  of 
$15,000.  There  is  no  provision  for  odd-lot  trading  on  either  tic 
New  York  or  New  Orleans  Exchange. 

Compared  with  the  unit  of  trading  in  the  other  great  group  of 
commodity  futures  market  in  the  United  States,  this  unit  seems 
unduly  large.    Five  thousand  bushels,  which  is  not  imqualifiedly  the 
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grain  unit,  has  in  the  case  of  the  most  valuable  grain  (wheat),  never 
attained  a  value  equal  to  the  maximum  value  attaii!ed  by  100  bales 
of  cotton;  and  the  present  value  of  5,000  bushels  of  wheat  in  Chicago 
futures  is  less  than  $6,000."  If  there  were  some  controlling  factor  m 
the  physical  handling  of  cotton  which  indicated  the  100  bale  unit, 
that  fact  would  be  decisive  as  to  the  proper  unit  of  future  trading.  As 
a  matter  of  fact  the  imit  of  100  bales  is  too  large  to  be  put  into  the 
ordinary  freight  car." 

There  are  other  reasons  for  suggesting  that  the  desirability  of  re- 
ducing the  size  of  the  unit  be  given  consideration.  A  smaller  unit, 
say  of  50  bales,  would  permit  closer  hedging.  At  present  the  hedge 
may  necessarily  be  larger  or  smaller  than  the  spots  hedged  by  as 
much  as  50  bales.  Under  a  contract  imit  of  50  bales  it  would  be 
possible  to  hedge  within  at  least  25  bales  of  any  spot  lot.  A  further 
important  reason  why  the  contract  unit  might  be  reduced  is  in  order 
to  lacilitate  the  making  of  deliveries  in  contiguous  grade  lots,  should 
such  deliveries  be  adopted.  This  has  been  discussed  in  detail  in 
Chapter  VII.  The  cotton  trade  is  not  unanimously  in  favor  of  such 
a  reduction,  but  the  reasons  given  by  those  opposing  it  do  not  appear 
to  be  entirely  convincing.  On  the  other  hand,  the  reasons  advanced 
for  the  reduction  do  have  merit.  In  this  connection  it  should  be 
stated  that  the  smaller  merchants  are  the  ones  who  favor  reducing 
the  size  of  the  unit. 

The  commission  recommends  to  Congress  the  consideration  of 
legislation  requiring  cotton-future  exchanges  to  reduce  the  size  of 
the  trading  unit  of  cotton  futures. 

»  As  regards  either  bulk  or  weight  it  is  troe  100  bales  of  cotton  is  smaller  than  5,000  bushels  of  wheat. 
One  thousand  bushels  is  the  unit  of  trading  on  the  Minneapolis  Exchange.  Job  lots  of  1,000  bushels  of 
wheat,  com,  and  oats  are  freely  traded  in  at  Chicago. 

11  Of  course,  100  bales  of  high  density  cotton  oaa  be  put  iato  some  of  the  larger  capacity  cars,  but  cotton 
so  compressed  is  not  tenderable  on  contnet. 


Chapter  VI 

SPOT  QUOTATIONS  AND  DIFFERENCES 

Section  1.  Incorrect  differences  one  cause  of  discounts. 

The  cotton  future  contract  is  a  basis  contract;  that  is,  it  is  an 
agK^ement  on  the  part  of  the  seller  to  deliver  and  on  the  part  of  the 
buyer  to  receive  a  specified  quantity  of  cotton  of  any  grade  or  grades 
deliverable  under  the  cotton  futures  act,  which  the  seller  at  the  tinie 
of  delivery  may  choose  to  tender,  the  price  being  specified  for  a  basis 
grade  with  additions  or  deductions  for  other  grades  determined  in 
accordance  with  the  provisions  of  the  act.  The  future  contracts 
of  both  the  New  York  and  New  Orleans  cotton  exchanges  provide 
that  middling  cotton  shall  be  the  basis  grade.^  When,  therefore, 
middling  is  delivered  on  the  contract  the  price  named  therein  is 
paid  by  the  buyer.     For  grades  above  middling  a  certain  number  of 

Eoints  "on,"  that  is,  over  the  middling  price,  is  paid,  and  for  grades 
elow  middling  a  certain  number  of  points  "off,"   or  under  the 
middling  price,  is  paid.     These  points  "on"  or  "off,"  equivalent  to 
80  manv  hundredths  of  a  cent  per  pound,  are  referred  to  as  differences. 
The  ifollowing  grades  are  now  (January,  1924)  deliverable  under  the 
cotton  futures  act  and  the  regulations  prescribed  thereunder: 


White 


Middling  fair. 

Strict  good  mid- 
dling. 

Oood  middling. 

Strict  middling. 

Middling. 

Strict  low  mid- 
dling. 

Low  middling. 


Spotted 


Good  middling. 
Strict  middling. 
Middling. 


Yellow  tinged 


Strict  good  mid- 
dling. 
Good  middling. 
Strict  middling. 


Light  stained 


Good 
dling. 


mid- 


Yellow  stained 


Good       mid- 
dling. 


Gray 


Good 

dling- 


mid- 


The  spotted  and  tinged  cotton  in  the  grades  listed  above  is  cotton 
showing  slight  discoloration;  stained  and  gray  cotton,  that  showing 
a  deeper  discoloration.  Under  the  amendment  of  March  4,  1919,  to 
the  cotton  futures  act,  all  grades  of  blue-stained  cotton,  which  is  a 
cotton  more  deeply  discolored  than  the  yellow  stained,  are  made 
undeHverable  on  contract,'  and  grades  below  those  mentioned  in 
each  of  the  above  groups  are  also  excluded. 

>  The  United  States  cotton  futures  act  (sec.  5)  provides  that  the  "  Section  5  contract,"  the  only  contract 
now  employed  by  the  futures  exchanges,  shall  comply  with  the  following  among  other  conditions: 

"Second.  Specify  the  basis  grade  for  the  cotton  involved  in  the  contract,  •  •  •  Provided,  That 
middling  shallbe  deemed  the  basis  grade  incorporated  into  the  contract  if  no  other  basis  grade  be  specified 
either  in  the  contract  or  in  the  memorandum  evidencing  the  same." 

»  Prior  to  Mar.  4, 1919,  blue-stained  cotton,  if  not  below  middling,  could  be  delivered  on  future  contract 
under  the  cotton  futures  act.  The  fifth  subdivision  of  section  5  of  the  act  as  amended  on  the  above-men- 
tioned date,  while  specifying  yellow-stained  cotton,  makes  no  mention  of  blue  stained,  and  such  cotton 
would  not,  therefore,  under  this  subdivision  be  prohibited  from  delivery  on  the  future  contract.  The 
second  paragraph  of  the  amending  legislation,  however,  excludes  such  cotton  from  delivery  when  below 
the  grade  of  good  middling.  The  report  of  the  Committee  on  Agriculture  of  the  House  of  Representatives 
on  the  changes  made  by  the  amendments  definitely  excludes  all  grades  of  such  cotton  by  its  statement  of  the 
various  grades  which  would  be  included  under  the  act  as  amended.  The  Department  of  Agriculture, 
whose  duty  it  is  to  enforce  the  act  by  appropriate  regulations,  has  construed  the  amendment  in  the  light  of 
the  committee's  report  by  excluding  all  grades  of  blue-stained  cotton  from  delivery  on  future  contract. 

135 


it 
I 


136 


THE  COTTON  TRADE 


THE  COTTON  TRADE 

( 


137 


Differences  for  grades  other  than  white  cotton  are  found  by  com- 
parison of  the  prices  of  those  grades  with  the  price  of  middhng  white. 
A  yellow-tinged  grade,  for  example,  may  therefore  be  **on,"  "even/* 
or  "off,"  depending  upon  whether  its  price  is  above,  equal  to,  or 
below  the  price  of  middling  white.  Generally  these  off-color  grades, 
even  though  above  the  grade  of  middling,  are  lower  in  price  than 
middling  white. 

Since  the  buyer  can  not  specify  the  grades  which  he  will  receive  on 
contract,*  the  differences  between  the  price  of  middling  white  and 
the  prices  of  other  grades  become  extremely  important  to  him  in  the 
event  of  dehvery.  The  theory  of  the  basis  contract  assumes  that 
delivery  of  gp,des  other  than  the  basis  will  be  made  at  differences 
which  prevail  in  the  spot  market  at  the  time  of  delivery.  For 
example,  should  differences  for  amy  grades  delivered  on  a  New  Orleans 
future  contract  such  as  would  overvalue  those  grades  be  used  in  settle- 
ment, such  grades,  if  available,  would  almost  certainly  be  tendered 
to  the  buyer,  who  would  lose  by  the  amount  of  the  overvaluation  if 
the  difference  in  question  was  not  reflected  in  the  price  of  futiu-e  con- 
tracts. If,  for  example,  the  buyer  of  a  future  contract  should  be 
required  to  take  low  middling  at  a  difference  of  50  points  off  when  the 
difference  in  the  spot  market  is  100  points,  the  difference  on  which  the 
buyer  is  compelled  to  settle  his  contract  in  this  case  overvalues  low 
middling  50  points.  Unless  he  has  purchased  his  contract  at  suffi- 
cient discount,  therefore,  the  buyer  oecomes  the  loser  to  the  extent 
of  this  amount. 

The  buyer  of  the  contract,  could  he  know  at  the  time  of  its  purchase 
the  exact  amoimt  of  the  overvaluation  at  the  time  of  dehvery  of 
the  CTades  which  will  be  tendered  him,  would  pay  less  for  the  contract 
by  that  amount  than  he  otherwise  would.  In  the  absence  of  that 
knowledge  the  buyer  tends  to  discount  the  value  of  the  contract  in 
an  amount  varying  according  to  his  estimate  of  the  possibihty  of  loss 
to  him  from  the  delivery  of  overvalued  grades.  Moreover,  the  fact 
that  undervaluation  of  some  grades  occurs  as  well  as  overvaluation  in 
no  wise  changes  the  situation,  since  the  undervalued  grades  will  be 
passed  over  in  making  up  lots  for  delivery. 

A  discount  thus  caused  has  no  necessarily  harmful  effect  on  the 
hedger,  since  it  presumably  does  not  tend  to  become  less  as  the  de- 
livery month  approaches.  It  is  the  fluctuation  of  the  discount,  how- 
ever, that  works  injury^  to  the  spot  trader  who  would  hedge,  making 
the  hedge  only  a  partial  protection,  for,  as  explained  elsewhere,  a 
complete  hedge  assumes  a  parallel  movement  of  spot  and  future 
prices.  Such  a  fluctuation  in  discounts  will  also  work  an  injury  to  the 
producer  if  the  buying  limits  based  upon  the  future  on  which  nis  cot- 
ton is  pm*chased  remain  unchanged  m  periods  of  widened  discount. 
As  a  matter  of  fact,  discoimts  are  ordinarily  several  times  larger  some 
months  ahead  of  delivery  than  in  the  delivery  months  so  that  causes 
of  discount  relating  directly  to  conditions  at  the  maturity  of  the 
option  are  not  adequate  to  explain  discounts  generally. 

Besides  wrong  delivery  valuations  the  following  causes  of  discount 
in  the  price  of  a  future  in  its  dehvery  month  may  be  noted :  First,  there 
is  an  expense  to  the  buyer,  who  takes  dehvery  of  cotton  on  contract, 
in  excess  of  that  incurred  by  taking  spot  cotton.    Second,  due  to  a 

*  The  specific  contract  provided  for  by  section  10  of  tbe  cotton  futures  act  is  not  used  by  the  exchanses. 
(See  Sec.  2,  Ch.  Vn  of  this  report.) 


rather  common  use  which  the  spot  merchant  makes  of  the  futures 
market,  whereby  he  gets  rid  of  his  '* overs"  by  making  dehvery 
thereon,  a  single  contract  of  100  bales  is  likely  to  include  a  varied 
assortment  of  grades,  whereas  the  spot  price  with  which  the  contract 

Erice  is  compared  is  for  cotton  more  nearly  even-running.  Third,  the 
uyer  is  uncertain  in  regard  to  the  grade  or  grades  which  will  be  delivered 
to  nim.  This  uncertainty  would  be  present  even  though  the  contract 
were  even-running  and  even  though  differences  were  adjusted  so 
exactly  that  no  overvaluation  of  grades  would  occur.  Fourth,  the 
buyer  is  uncertain  as  to  the  time  of  the  month  he  will  obtain  the  cot- 
ton. 

While  these  four  factors,  in  common  with  possible  overvaluation 
of  grades  on  delivery,  have  a  tendency  to  cause  a  discount  of  the 
spot-month  future  under  the  spot  price,  which  mav  or  may  not  be 
neutralized  wholly  or  in  part  by  existing  market  conditions,  they  differ 
from  the  latter  in  two  important  particulars;  all  four  are  compara- 
tively definite  in  amount,  or  susceptible  of  valuation  at  so  many 
points,  and  therefore  make  for  less  fluctuation  in  the  discount;  and 
second,  all  four  may,  through  the  size  or  character  of  the  buyer's 
organization,  be  largely  minimized,  thus  making  for  little  discount; 
while  the  receipt  of  overvalued  cotton  on  contract  causes  a  loss 
which  no  buyer  is  able  to  prevent  except  by  the  purchase  of  the 
contract  at  a  discount  at  least  equivalent  to  the  overvaluation. 

It  seems  fair  to  assume,  therefore,  that  incorrect  differences  are  a 
highly  important  factor  in  the  discount  of  the  spot-month  future 
under  the  spot  price,  both  as  to  the  extent  of  the  discount  and  as  to 
its  fluctuation.  Moreover,  it  should  be  noted  that  the  same  factors 
which  cause  the  discount  of  the  spot-month  future  will  have  a  de- 
pressing influence  on  the  same  option  in  the  months  prior  to  its 
maturity. 

Section  2.  The  establishing  of  differences. 

The  nature  of  the  differences  used  in  the  settlement  of  future  con- 
tracts and  the  method  by  which  they  are  established  have  been 
changed  from  time  to  time. 

Differences  for  New  Yorlc  deliveries. — Prior  to  the  passage  of  the 
cotton  futures  act  in  1914  differences  for  contract  deliveries  on  the 
New  York  Cotton  Exchange  were  established  by  an  exchange  com- 
mittee. From  the  organization  of  the  exchange  in  1870  down  to 
November,  1880,  the  spot  quotation  committee  derived  from  the 
quotations  on  grades  which  they  made  the  differences  which  were 
applied  in  settlement  of  the  future  contract  for  dehveries  other  than 
middhng. 

In  November,  1880,  the  exchange  rules  were  amended  to  provide  for 
a  revision  committee,  consisting  of  8  members  (later  increased  to  17 
members),  which  was  to  meet  at  least  once  a  week  in  conjunction 
with  the  spot  quotation  committee  for  the  revision  of  differences  and 
oftener  if  the  spot  quotation  committee  deemed  such  revision  desir- 
able. This  method  of  establishing  differences  continued  until  1888, 
up  to  which  time  the  commercial-difference  principle — that  is,  the 
principle  of  deriving  differences  from  actual  day-to-day  transactions — 
was  followed.  In  May,  1888,  the  by-laws  of  the  exchange  were  so 
amended  as  to  limit  the  revision  committee  to  nine  meetings  a  year, 
and  in  October  of  that  year  amendments  were  adopted  requiring  the 
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spot  quotation  committee  to  establish  the  market  Quotations  for 
middhng  only,  the  revision  conmiittee  establishing  differences  to  be 
used  not  only  for  contract  deliveries  but  for  deriving  so-called  official 
spot  quotations  for  grades  other  than  middling.  From  this  time 
on  the  establishing  oiF  differences  was  wholly  in  the  hands  of  the 
revision  committee,  and  the  principle  of  periodic  or  fixed  differences, 
in  contrast  with  the  principle  of  commercial  differences  was  followed.* 

In  November,  1893,  the  rules  were  amended  to  provide  that  spot 
prices  should  be  quoted  in  the  daily  market  report  of  the  exchange 
for  middling  upland  and  middling  Gulf  cotton  only,  thus  dropping 
the  quotations  of  other  grades,  which  were  held  to  be  misleading.  By 
yet  another  amendment  in  October,  1897,  it  was  provided  that  the 
revision  conmiittee  should  meet  only  twice  a  year,  viz,  on  the  second 
Wednesday  of  September  and  the  third  Wednesday  of  November. 
This  practice  continued  until  the  adoption  of  the  cotton  futures  act 
in  1914,  though,  as  a  matter  of  fact,  in  several  of  the  years  no  change 
was  made  at  one  or  the  other  of  the  meetings,  the  differences  holding 
for  the  period  of  a  full  year. 

Differences  for  New  Orleans  deliveries. — In  New  Orleans  the  com- 
mercial-difference system  has  been  employed  throughout  the  history 
of  the  exchange,  though  perhaps  not  with  uniformly  the  same  effec- 
tiveness throughout.  Prior  to  1914  a  spot  quotation  committee, 
composed  of  fave  members  representing  different  branches  of  the 
trade,  established  quotations  each  day  for  the  several  recognized 
grades  based  upon  the  standards  of  the  exchange. 

These  quotations  were  supposed  to  represent  actual  market  values 
as  shown  by  the  committee  members'  transactions  and  such  other 
transactions  as  they  might  have  knowledge  of.  For  a  time  quota- 
tions were  based  upon  cotton  in  warehouse,  sold  in  average  lots  not 
varying  more  than  a  half  grade  above  and  below  the  grade  quoted. 
Later  it  was  found  that  so  small  a  proportion  of  the  cotton  came  imder 
the  rule  that  it  was  amended  to  include  all  cotton  sold  on  spot  terms, 
that  is,  sold  for  delivery  within  seven  days,  llie  quotation  for 
middling  and  the  differences  established  by  the  spot  quotation  com- 
mittee were  those  prevailing  shortly  before  the  close  of  the  market, 
that  is,  at  about  the  hoiir  of  the  committee's  meetings,  and  therefore 
might  be  at  variance  vnih  some  of  the  prices  and  differences  made 
earlier  in  the  day.  Quotations  therefore  were  not  averages  of  the 
day's  transactions  and  were  not,  strictly  speaking,  quotations  for  the 
day. 

Until  1908  the  spot  quotation  committee  alone  could  establish  the 
differences.  On  March  3  of  that  year  an  amendment  to  the  rules 
provided  that  whenever  the  spot  quotation  committee  deemed  a 
change  in  differences  necessary  in  order  that  they  might  be  made  to 
accord  with  actual  transactions,  it  should  hold  a  joint  meeting  with 
the  arbitration  committee  on  classification,  which  had  a  membership 
of  11  members,  and  in  any  event  such  a  joint  meeting  was  required 

« Closely  akin  to  fixed  differences  are  the  so-called  spinning  differences,  which  have  been  proposed  from 
time  to  time,  but  never  adopted.  Such  differences  would  be  based  upon  the  spinning  values  of  grades 
other  than  middling  in  comparison  with  that  of  middling,  which,  it  is  held,  nught  be  determined  from 
actual  tests  with  approximate  accuracy.  Such  a  test  is  described  in  Bulletin  No.  990  of  the  Department 
of  Agriculture,  issued  Oct.  20, 1921,  which  shows  the  percentages  of  visible  and  invisible  waste  from  the 
different  grades  of  cotton  tested  to  be  as  follows:  L.  M.  white,  11.43;  O.  M.  Y.  T.,  6.82;  M.  Y.  T  8  61' 
L.  M.  Y.  T.,  13.22;  O.  M.  Y.  S.,  7.91;  M.  Y.  S.,  13.11;  O.  M.  B.  S.,  9.23;  M.  B.  S.,  12.57.  Spinning  dilTer- 
ences  are  considered  at  some  length  in  W.  H.  Hubbard's  Cotton  and  the  Cotton  Market,  New  York,  1823. 
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to  be  held  monthly.  The  commercial-difference  principle  still 
governed  in  the  New  Orleans  exchange,  though  perhaps  less  effec- 
tively. 

Provisions  of  the  cotton  futures  dct. — The  cotton  futures  act  of  1914 
defined  the  terms  of  cotton-future  contracts  in  which  it  was  possible 
to  trade  without  incurring  a  prohibitive  excise  tax.  To  this  end  (1) 
the  act  directed  the  Secretary  of  Agriculture  to  establish  standards 
for  grades  of  cotton;  (2)  it  prohibited  the  delivery  on  future  contract 
of  cotton  which  falls  below  certain  specified  grades  or  stipulated 
length  of  staple,  or  specified  condition  or  quality,  and  directed  that 
the  grades  of  cotton  to  be  tendered  should  be  determined  in  accord- 
ance with  the  official  standards  by  paid  classers  emplo^^ed  by  the 
Government;  and  (3)  it  provided  a  basis  contract  (middling  to  be 
deemed  the  basis  if  no  grade  is  specified)  and  required  that  in  settle- 
ment of  such  a  contract  for  grades  other  than  the  basis  the  principle 
of  commercial  differences  should  be  followed. 

The  contracts  of  both  the  New  York  and  the  New  Orleans  Cotton 
Exchanges  make  middling  cotton  the  basis  grade.  When  other 
gi  ades  are  delivered  in  settlement  of  the  contract  on  an  exchange 
located  at  a  bona  fide  spot  market  the  differences  above  or  below  the 
contract  price  which  tne  receiver  shall  pay  for  such  grades  must, 
under  the  cotton  futiu-es  act,  be  the  actual  commercial  differences 
prevailing  on  the  sixth  business  day  prior  to  the  day  fixed  for  delivery, 
established  by  the  sale  of  spot  cotton  in  the  spot  market  where  the 
future  transactions  occur.  If,  however,  such  market  is  not  a  bona 
fide  spot  market  the  differences  used  must  be  the  average  of  the 
actual  commercial  differences  of  not  less  than  five  bona  fide  spot 
markets  designated  for  the  piu-pose  by  the  Secretary  of  Agriculture. 

A  bona  fide  spot  market  may  be  designated  as  such  by  tlie  Secretary 
of  Agriculture  only  when  spot  cotton  is  sold  in  such  volume  and 
under  such  conditions  as  customarily  to  reflect  accurately  the  prices 
or  values  of  middling  cotton  and  the  differences  between  the  prices 
or  values  of  middling  cotton  and  of  all  other  grades  for  which  stand- 
ards shall  have  been  established  by  tlie  Secretary  of  Agriculture. 
Under  this  definition  of  tlie  act,  and  under  the  conditions  prevailing 
in  the  New  Orleans  and  New  York  cotton  markets,  the  former  has 
been  designated  as  one  of  the  bona  fide  spot  markets;  the  latter  has 
not.  The  differences,  therefore,  required  to  be  used  in  the  settle- 
ment of  the  New  Orleans  contract  are  the  actual  commercial  differ- 
ences prevailing  in  the  New  Orleans  spot  market,  while  the  differences 
required  to  be  used  in  the  settlement  of  the  New  York  contract  are 
those  found  by  taking  an  average  of  the  actual  commercial  differences 
in  at  least  five  bona  fide  spot  markets.  Altogether  there  are  at 
present  15  spot  markets  officially  designated  as  bona  fide  spot  mar- 
kets. Of  these  10  have  been  selected,  the  averages  of  whose  com- 
mercial differences  are  taken  as  the  commercial  differences  for  New 
York  contract  deliveries.* 

*  Since  the  passage  of  the  cotton  futures  act  in  1914  the  list  of  bona  fide  spot  markets,  and  the  list  of  those 
used  for  findmg  commercial  differences,  have  varied  from  time  to  time.  The  following  are  the  present 
bona  fide  spot  markets,  those  italicized  being  the  markets  whose  average  differences  are  now  being  used  in 
settlement  of  the  New  York  future  contract:  Atlanta,  Ga.;  Augtuta,  Oa^-  Charleston,  S.  C;  Dallas,  Tex^ 
Fort  Worth,  Tex.;  Galveston,  Tex.;  Houston,  Tex^  Little  Rock,  Ark.;  Mempkit,  TtUH^  Mobile,  Ala^  M9Ut- 
tomern,  Ala^'  Ntw  Orleaiu,  La.:  Nofrfolkt  Va..-  Peril,  Tex.;  Saoannakt  Oc. 
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Section  3.  Comparison  of  differences  and  discounts. 

Prior  to  1908.— -The  Bureau  of  Corporations  in  its  investigation  in 
1907-8  of  the  differences  then  being  used  in  settlement  of  cotton- 
future  contracts  found — 

that  in  the  period  from  1880  to  1888,  during  which  the  commercial  difference 
principle  was  employed  by  the  New  York  Cotton  Exchange,  fluctuations  in  the 
margin  between  the  price  of  spot  cotton  and  the  price  of  futures  were  confined 
to  moderate  limits." 

The  greatest  discount  of  the  mean  monthly  prfce  of  the  current 
option,  as  compared  with  the  mean  monthly  spot  price  of  middling, 
was  48  points,  wl^le  in  the  great  majority  of  cases  it  was  15  points 
or  less.  Following  the  introduction  of  the  periodic  difference  sys- 
tem in  1888  the  discount  was  much  greater,  reaching  in  that  year 
96  points,  and  was  also  subject  to  more  violent  fluctuations.  Again, 
following  the  change  of  rules  in  1897  whereby  the  meetings  of  the 
revision  committee  were  reduced  from  nine  to  two  per  year,  the  dis- 
count became  much  greater  and  its  fluctuations  more  marked.  In 
February,  1907,  the  discount  reached  190  points.  It  was  discovered 
by  the  bureau  that  these  large  discounts  and  their  fluctuations  were 
usually  acconipanied  by  a  ofisparitv  between  the  grade  differences 
fixed  by  the  New  York  Cotton  Exchange  and  the  commercial  differ- 
ences existing  in  southern  markets  and  the  conclusion  was  reached 
that  this  disparity  and  the  resultant  overvaluation  of  grades  dehv- 
erable  in  New  York  was  largely  the  cause  of  the  disturbed  paritv 
between  the  prices  of  spots  and  futures. 

In  respect  to  the  discounts  at  New  Orleans,  the  bureau's  investiga- 
tion found  these  to  be  on  the  whole  much  narrower  and  more  constant 
than  the  discounts  at  New  York.  During  the  period  when  both 
New  York  and  New  Orleans  were  on  a  commercial  difference  basis, 
from  September,  1880,  to  September,  1888,  neither  exchange  had  a 
discount  based  upon  mean  monthly  prices  greater  than  50  points. 
From  Sep tenaber,  1888,  to  September,  1897,  when  New  York  was  on 
a  periodic  difference  basis,  but  when  revision  might  still  be  made 
nine  times  a  year,  the  discount  on  the  New  York  exchange  exceeded 
50  points  seven  times,  while  at  no  time  did  it  exceed  50  points  on 
the  New  Orleans  exchange.  From  September,  1897,  to  September, 
1907,  when  differences  at  New  York  were  not  revised  more  than 
twice  a  year,  the  discount  on  the  New  York  exchange  exceeded  50 
points  35  times  as  against  3  times  on  the  New  Orleans  exchange. 

Subsequent  to  1908. — The  cotton  futures  act,  which  made  impor- 
tant changes  in  the  difference  system  for  the  New  York  exchange 
and  in  the  system  of  quotation  making  for  the  New  Orleans  exchange 
and  important  restrictions  in  the  grades  deliverable  for  both  ex- 
changes, was  passed  in  1914.  During  more  than  one-half  of  the 
period  since  1908,  therefore,  this  act  has  been  in  operation.  Diagram 
I  shows  for  the  period  from  1908  to  1923  the  spreads  between 
the  monthly  averages'  of    New  York  daily  spot  prices  and  the 

•  Report  of  the  Commissioner  of  Corporations  on  Cotton  Exchanges,  Pt.  I,  p.  155. 

»  It  should  be  noted  that  while  the  monthly  spot  price  used  by  the  Bureau  of  Corporations  in  ita  table 
of  price  spreads  discussed  above  is  a  mean  of  the  high  and  low  price  for  the  month,  that  used  in  the  commis- 
sion s  diagram  is  an  average  of  the  spot  prices  of  those  days  in  the  month  for  which  there  is  a  price  for  the 
spot  month  future.  Since  under  the  operation  of  the  cotton  futures  act  there  is  no  trading  in  the  soot 
month  on  the  last  five  business  days  of  that  month,  spot  prices  of  those  days  have  been  excluded  from 
the  monthly  average  since  the  act  went  into  effect.  The  monthly  future  price  in  the  bureau's  comparison 
is,  in  the  case  of  New  Orleans,  the  mean  between  the  avenige  price  for  the  day  having  the  highest  daily 
average  of  quotations  on  the  spot-month  option  and  the  average  price  for  the  day  having  the  lowest  aver- 
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monthly averages  of  the  New  York  daily  closing  spot-month  future 

g rices.  Like  spreads  are  shown  for  the  New  Orleans  Cotton 
Ixchange  in  Diagram  II.  Diagram  III  brings  the  spread 
curves  of  the  two  exchanges  together.  Such  a  diagram  makes  possi- 
ble a  comparison  of  the  spreads  obtaining  on  the  same  market  before 
and  after  the  passage  of  the  cotton  futures  act. 

A  comparison  of  no  less  significance  can  be  made  from  the  diagrams 
showing  the  size  of  the  contemporaneous  spreads  of  the  two  exchanges, 
particularly  for  the  years  since  the  enactment  of  the  new  law.  During 
this  latter  period  the  future  contracts  of  the  markets  are  alike  in 
terms,  the  deliverable  grades  are  the  same  and  conform  to  the  same 
standards,  and  the  commercial-difference  principle  is  recognized  in 
the  requirements  for  both  exchanges.  There  is,  however,  a  sharp 
contrast  in  the  method  of  fixing  the  differences  for  grades  other  than 
middling  for  delivery  on  contract.  On  the  New  Orleans  Cotton 
Exchange  the  differences  are  those  quoted  on  the  New  Orleans  spot 
market,  while  on  the  New  York  Cotton  Exchange  they  are  the 
averages  of  the  varying  differences  as  quoted  in  the  10  southern 
spot  markets,  which  vary  considerably  one  from  another.  More- 
over, the  differences  for  the  New  Orleans  exchange  are  based  on 
quotations  somewhat  closely  supervised  in  the  making,  while  the 
differences  of  the  several  spot  markets  making  up  the  average  for 
the  New  York  exchange  are  based  on  quotations  m  some  instances 
loosely  supervised  in  the  making,  and  in  fact  made  in  a  considerable 
variety  of  ways,  as  appears  in  section  7. 

The  propriety  of  taking  the  New  York  spot  price  rather  than  a 
southern  spot  price  may  be  questioned,  because  oi  the  narrow  charac- 
ter of  the  New  York  spot  market.  For  the  purpose  merely  of  the 
comparison  here  made,  nowever,  and  not  as  a  recognition  of  the  New 
York  spot  price  as  representative  of  general  spot  values,  this  price  is 
used.  Despite  the  fact  that  the  New  York  spot  quotations  are 
frequently  made  by  applying  an  assumed  normal  difference  to  the 
future  to  obtain  the  spot  for  tnat  market,  if  the  resulting  quotation  is 
fairly  arrived  at  and  is  often  checked  by  spot  transactions,  it  is  usable 
for  tlie  immediate  purpose  of  this  section  and  any  other  spread  will 
not  give  the  discount  at  New  York.  The  character  of  the  New  York 
spot  market  is  indicated  by  the  table  below  showing  the  spot  sales 
at  New  York  for  the  years  1915-16  to  1922-23  in  comparison  with 
the  sales  of  each  of  the  10  spot  markets.  The  distribution  of  sales — 
i.  e.,  the  niimber  of  days  on  which  there  were  no  sales — is  of  course 
an  important  consideration  in  the  interpretation  of  these  sales  figures, 
not  only  for  New  York,  but  for  the  other  spot  markets. 

age,  whUe  in  the  case  of  New  York  it  is  the  mean  between  the  absolute  highest  and  lowest  prices  on  the 
spot-month  option  during  the  month.  The  spread  computed  from  the  average  price  for  all  the  business 
days  of  the  month  rather  than  from  the  mean  of  two  prices  (high  and  low)  in  the  month,  however,  is  obvi- 
ously preferable  as  giving  a  more  representative  spread.  Monthly  averages  of  daily  spot  prices,  therefore, 
and  monthly  averages  ofdaily  closing  prices  for  the  spot  month,  ha^e  been  used  in  computing  the  spread 
shown  in  the  commission's  diagram. 
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Table  17. — ToUjX  sales  of  spot  cotton  *  by  markets  for  10  dengnated  spot  markets^ 
and  for  New  York,  by  years  and  average  for  8  years^  1915-16  to  1922~2S 

[In  thousands  of  bales] 


Market 


Norfolk 

Augusta 

Savannah 

Montpomery 
New  Orleans, 

^Tomphi« 

Little  Rock.. 

Dallas 

Houston  *--. 
Oalveston... 
New  York  *. , 


1915-16 


251 
307 
205 
81 
260 
418 
175 
960 
1,090 
225 
404 


1916-17 


174 

275 

204 

44 

376 

503 

236 

1,084 

1,448 

324 

275 


1917-18 


102 

220 

229 

40 

363 

353 

237 

1,001 

1,253 

454 

200 


1918-19 


155 
188 
183 
44 
542 
491 
193 
806 
1,440 
400 
102 


1019-20 


165 
254 
156 

49 
568 
3S6 
145 
894 
1,350 
427 

69 


1920-21 


99 

90 

63 

36 

323 

3:^4 

189 

«918 

1,874 

97 

37 


1921-22 


172 

55 

73 

27 

476 

397 

153 

879 

841 

292 

01 


1922-23 


126 

60 

71 

31 

347 

263 

316 

974 

vn 

470 
25 


8-year 
aver- 
age 


156 
181 
148 
44 
407 
393 
206 
940 
1,284 
336 
146 


»  The  term  "  spot  cotton  "  is  used  as  contrasted  with  cotton  future  contracts.  The  sales  figures  are  those 
rejwrted  by  the  secretary  of  the  exchange  to  the  Department  of  .Xgriculture  and  include  for  some  markets 
to-arrive  and  f.  o.  b.  cotton  as  well  as  cotton  sold  on  spot  terms.  The  figures,  while  the  l>est  available, 
are  not  wholly  satisfactory  for  comparative  ^mrposes,  since  there  are  included  for  some  markets  sjUes  which 
are  not  considered  in  establishing  the  quotation.  So  far  as  known,  however,  all  sales  the  prices  of  which  are 
made  the  basis  of  fiuotations  are  included  for  their  respective  markets. 

»  No  sales  at  Dalliis  were  reported  from  Oct.  19,  1920,  to  Nov.  27.  From  Nov.  28  to  Dec.  26,  spot  and  to- 
arrive  sales  only  were  reported.  Following  Dec.  26,  spot,  to-arrive  and  f.  o.  b.  sales  were  reported,  as 
prior  to  Oct.  19. 

*  Houston  sales  include  f.  o.  b.  cotton. 

«  Deliveries  upon  future  delivery  contracts  are  not  included  in  figures  for  New  York's  sales. 

On  the  other  hand,  there  is  a  wide  disparity  at  times  between  the 
quotations  of  the  several  southern  spot  markets  ranging  all  the  way  up 
to  625  points*  as  appears  in  Appendix  Table  VII.  The  table  below 
shows  now  great  the  spread  sometimes  is  even  on  the  basis  of  a  yearly 
and  an  eight-year  average.  Moreover,  the  direction  of  the  spread  is 
variable,  one  market  as  compared  with  another  taking  the  low  end  of  the 
price  spread  at  one  time  ana  the  upper  end  at  another.  Auo:usta  and 
Savannah,  two  of  the  10  designated  markets,  are  about  125  miles  apart. 
Savannah's  quoted  price  for  middling  during  the  past  eight  crop  years 
has  an  average  34  points  higher  than  that  of  Augiista  (see  Table 
18  below),  yet  it  is  frequently  lower  and  has  been  quoted  300  points 
lower.®  Norfolk's  quoted  price  has  averaged  48  points  below  that 
of  Savannah  during  those  eight  years,  yet  it  has  been  quoted  500 
points  above  the  quotation  of  Savannah.'  Nor  does  location  with 
reference  to  consuming  markets  appear  to  offer  any  satisfactory  ex- 
planation of  the  disparities  of  quotation.  Memphis,  far  interior,  has 
an  average  quotation  during  the  eight  years  of  14  points  above  that 
of  Savannah,  39  points  above  that  of  New  Orleans,  and  62  points 
above  that  of  Norfolk.  Galveston  has  the  highest  average  quotation, 
30  points  higher  than  near-by  Houston,  and  only  10  points  liigher  than 
the  fax  interior  Memphis. 

New  York  is,  of  course,  considerably  without  the  bounds  of  cotton- 

Eroducing  territory,  and  its  average  price  of  spot  cotton  is,  as  is  to 
e  expected,  above  that  in  the  producinor  area;  yet  it  is  obviously 
diiBicmt  to  interpret  the  relationship  of  tnis  price  to  the  average  of 
the  10  designated  spot  markets  when  the  near-by  Norfolk  market's 
average  quotation  for  the  eight  years  is  89  points  lower  than  that  of 
New  YorK,  while  the  average  quotations  of  the  other  more  distant 

*  On  Sept.  1,  1920,  the  spot  quotation  for  middling  on  the  Dallas  exchange  was  26.75  cents,  and  on  the 
Memphis  exchange  was  33  cents. 

*  On  Aug.  21, 1920. 
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markets,  with  two  exceptions,  are  much  nearer  a  parity,  Galveston 
being  only  17  points  lower.  This  disparity  between  the  quotations 
of  the  several  spot  markets  appears  to  oe  due  to  differences  in  market 
location  and  conditions,  iik  the  character  of  the  middUng  cotton 
quoted,  and  in  the  method  of  quoting,  while  the  variableness  of  the 
disparity  appears  to  be  due  largely  to  the  instabihty  of  market 
conditions. 

Table  18. —  Yearly  ^  averages  and  S-year  average  of  daily  quotations  of  middling 
upland  cotton  in  New  York  and  in  each  of  the  designated  spot  markets,  1915-16 
to  1922-23 


Market 

1915-16 

1916-17 

1917-18 

1918-19 

1919-20 

1920-21 

1921-22 

1922-23 

8-year 
average 

New  York     

11.96 
If.  68 
11.62 
IL.'ie 
11.72 
11.37 
11.83 
11.84 
11.51 
12.00 
12.06 

19.28 

18.84 
18.85 
19.07 
»  19.  54 
18.86 
19.06 
1&89 
18.43 
18.92 
19.06 

29.68 
2a  97 
28.82 
29.01 
29.29 
29.15 
29.49 
29.05 
28.47 
28.85 
29.06 

31.01 

29.88 
28.74 
29.21 
30.04 
29.19 
30.11 
29.75 
29.64 
30.26 
3a  78 

38.29 
38.21 
37.32 
37.93 
38.22 
37.52 
38.70 
38.38 
38.95 
38.77 
.     39.41 

17.89 
16.55 
16.93 
16.62 
17.20 
16.37 
17.28 
16  69 
15.79 
16.33 
16.89 

18.92 
17.92 
18.00 
17.97 
18.12 
17.48 
18.38 

iai2 

17.84 
1&46 
ia64 

26.24 

25.94 
25.87 
25.92 
25.87 
25.50 
26.21 
25.78 
25.31 
25.94 
26.03 

24.16 

New  Orleans  .. - 

23.50 

Norfolk     

23.27 

AuEusta      .........._....•-• 

23.41 

Savannah  ...... ... 

23.75 

MontKomerv. ............... 

23.18 

Momnhis     ................. 

23.89 

Little  Kock 

23.56 

Dallas 

Houston     .  ................ 

23.24 
23.69 

Galveston................... 

23.99 

* 

>  Yearly  average  based  upon  monthly  averages  which  in  turn  are  based  upon  daily  quotations. 
« For  11  months  only. 

A  spread,  therefore,  between  the  New  York  spot-month  future  and 
an  average  of  the  10  spot  markets  would  be  affected  by  the  unstable 
market  conditions  peculiar  to  the  southern  spot  markets,  making  it 
difficult,  therefore,  to  determine  the  extent  of  other  influences  on 
the  spread.  On  the  other  hand  the  New  York  spot-month  future 
price  and  the  spot  market  price  will  be  affected  by  more  nearly  hke 
market  and  speculative  conditions,  particularly  where  monthly 
averages  are  used.  Hence  the  spread  will  be  little  affected  by  these 
conditions  and  marked  changes  in  the  spread  can  properly  be  attribu- 
ted to  other  influences. 

From  August,  1908,  until  August,  1914,  at  which  latter  time  the 
exchanges  were  closed  for  nearly  four  months,  the  spread  is  fairly 
uniform  on  both  markets,  increasing  slightly  toward  the  close  of  the 
period,  and  as  between  the  two  markets  is  generally  less  on  the  New 
Orleans  exchange,  where  it  freauently  appears  as  a  small  premium 
of  the  future  over  the  spot.  The  spread  during  this  period  is  veri- 
similar in  character  to  that  shown  Dy  the  report  of  tne  Bureau  of 
Corporations  for  the  10  years  prior  to  1908,  excluding  the  abnormal 
discounts  on  the  New  York  Exchange  in  1907.  Soon  after  the 
beginning  of  trading  in  the  new  contract  under  the  cotton  futures 
act  in  1915,  there  is  a  slight  narrowing  of  the  spread  on  both  exchanges 
and  a  somewhat  greater  regularity  than  hitherto  on  the  New  York 
exchange.  In  the  latter  part  of  1917  the  spread  in  the  form  of  a 
discount  increases  on  both  exchanges,  continuing  wide  for  the  most 
part  until  almost  the  close  of  1920,  when  the  spread  resumes  more 
nearly  its  breadth  and  direction  prior  to  1918.     (Diagram  I-III). 

The  wide  and  highly  fluctuating  discount  of 'spot-month  futures 
on  both  exchanges  during  the  greater  part  of  the  calendar  years  1918, 
1919,  and  1920,  may  be  ascribed  to  two  conditions:  (1)  The  dis- 
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rf?,nW  thL  •  i^""^^^  '^  compared  with  the  spot  price  is  large 
dunng  this  period  and  a  portion  of  this  discount  may  have  befn 
earned  over  into  the  first  part  of  the  delivery  month,  which  wo^d 

hKL W  *%»r^'««  ^  t»>«  month;  (2)  overvaluation  of^ades 
dehverable  on  future  contract  may  also  be  a  cause  of  the  widw  and 
more  highly  fluctuatmg  discount  of  spot-month  future  under  soot 
pnces  on  the  New  York  exchange,  and  possibly  on  the  New  Orlea^ 
exchange.     No  absolute  statistical  proof  of  this  is  possible    s^n^ 

are' at'the  TS/irT^  ''YaT  »«tual  commercial  .MerrcL 
f/-  ,  j^a*"™*  *°^  ,P'»<=e  of  delivery.     Evidences,   however    of 

riSd.'i^rrSckt^^' "'  '^-  •''-^  ---^-^^  of  s^^^ 

Section  4.  Evidences  of  incorrect  differences. 

m^L1f,^.'!fJif''  °^  *^^  differences  quoted  by  the  designated  spot 
markets  since  the  nassage  of  the  cotton  futures  act  will  furnish  both 

on  tKew  yT  r  ti'°°^^  the  artificiality  of  differences  employed 
on  the  New  York  Cotton  Exchange  in  the  settlement  of  its  future 
contract.  Appendix  Table  VII  shows  the  differences  "  off  "for  good 
W  ZJr^^/?'''  ?"*^^'5S  (white  cotton),  and  the  differences  'C" 
d, v^n?  »f^i,^"'^*r  *^*  designated  spot  markets  on  the  first  business 
1 J  r  5-  "^"v,''  ^"iP®  August,  1915.  Table  19  below,  based  on 
the  Appendix  table  referred  to  above,  shows  for  each  of  the  three 
grades   the   greatest   spread   between   differences  for   the   varied 

I^  sho,  Id  h«  n^H  rr^^TT'^S  "^  **»«  ^'^^i^ni^g  of  the  month! 
It  should  be  noted  that  the  differences  given  in  Appendix  Table  VII 

r«n^^H-fl"'"  ""^  *^"  ^'1*  **»y  "f  eacfmonth  aKa^  ^eater  or 
smaller  differences  may  have  occurred  on  other  days  during  the 
month,   and  that  therefore  there    are  doubtless  spreads  between 
differences  dunng  each  year  that  are  even  greater  than  those  giVen 
Important   spreads   between   differences    for  different  markete  Tn 

by  Z  tabl^  ^         '^*"^**  '^^**  ^  "''^  '^^^  *^^  *">^'-ed 

Table  19.— Afoiimum  tpread  between  differeneet  in  mriow,  market)  for  ear.h  cf 

[Spreads  expressed  in  points  per  pound;  100  points=l  cent] 


Year 


1916-18. 
1916-17. 
1917-18. 
1918-19. 


Good 
ordi- 
nary 1 


100 
100 
530 
406 


Low 
mid- 
dling 


60 

60 

656 

600 


Good 
mid- 
dling 


32 

25 
128 
160 


Good 
ordi- 
nary 1 


1919-20. 
1920-21. 
1921-22. 
1922-23. 


800 
860 
200 
160 


Low 

mid- 
dling 


Good 

mid- 
dling 


426 

225 

475 

176 

126 

100 

60 

44 

» Good  ordinary  was  not  kgaUy  tenderable  on  future  contract  after  March  4, 1919. 

The  spread  between  the  differences  for  the  various  markets  on  good 

?h!^c^7Hr^^''^i??^'^^^^  1^20,  and  even  while 

nn^^t?^n  1  q{^  '^n  *f  ^«^*!>f«  ?^  the  future  exchanges  reached  530 
K!f  ?  •^-.v.^'l-^T^  °^,4dli^g  t^ere  was  a  spread  between  the 
market  having  the  highest  difference  and  that  having  the  lowest  of 
555  pomts  on  July  1,  1918,  and  on  good  middling  a  spread  of  225 
pomts  x>n  June  1,  1920.     Even  as  recently  as  Novwnber  1    1923  (see 
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Appendix  Table  VII),  there  was  a  spread  of  differences  between 
markets  on  low  middling  of  100  points  and  on  good  middling  of  50  points. 
Even  though  the  differences  for  the  two  markets  which  were  100  points 
apart  on  low  middling  were  actual  commercial  differences,  it  is  quite 
possible  that  the  actual  commercial  difference  for  New  York,  if  it  were 
made  manifest  by  actual  transactions,  was  as  far  from  the  average  of 
the  two  markets  as  was  that  for  either  of  the  markets,  in  which  case 
the  delivery  of  low  middling  on  a  New  York  futures  contract  (assum- 
ing the  quotations  of  the  two  markets  as  the  basis  of  settlement) 
would  have  to  be  settled  on  an  artificial  difference;  that  is,  artificial 
in  comparison  with  commercial  differences  prevailing  in  the  particular 
market  where  the  cotton  is  located. 

Except  as  a  coincidence,  an  average  of  differences  of  so  wide  a  range 
can  never  produce  the  same  commercial  difference  for  any  one  market 
as  the  commercial  difference  actually  appropriate  to  that  market,  and  it 
is  reasonable  to  suppose  that  the  low  middling  difference  for  the  set- 
tlement of  the  New  York  contract  has  varied  from  New  York's  true 
commercial  difference  from  time  to  time  the  last  few  years  to  a  con- 
siderable extent.  If,  however,  these  differences  as  quoted  can  not 
be  assumed  to  be  fairly  and  correctly  made  at  the  different  spot 
markets,  the  chance  of  New  York  securing  a  true  commercial  differ- 
ence by  the  average  method  is  not  very  good,  even  though  it  be 
granted  that,  in  averaging,  the  errors  in  some  markets  woiud  be  to 
some  extent  washed  out. 

A  comparison  of  the  number  of  changes  in  the  differences  for  low 
middling  (white  cotton)  for  the  New  Orleans  and  the  Norfolk  markets, 
and  for  the  average  of  all  designated  spot  markets  for  1915-16  to 
1922-23  is  made  in  the  table  below: 

Table  20. — Comparison  of  the  number  of  changes  in  differences  "ojf"  for  low 
middling  made  in  the  average  of  all  the  designated  spot  markets  with  the  number 
of  changes  made  at  Norfolk  and  New  Orleans,  by  years,  1915-16  to  1922-23 


Number  of  changes 

Crop  yean 

Number  of  changes 

Oropyeart 

• 

For 
average 
ofaU 
desig- 
nated 
spot 
markets 

For 
Nor- 
folk 

For 

New 

Orleans 

For 

average 
OfaU 
desig- 
nated 
spot 

markets 

For 
Nor- 
folk 

For 

New 

Orleans 

1915-16— .—_—.-. 

90 

9 
62 
43 
74 

3 

1 
4 

3 

8 

2 
2 

16 

8 

12 

1920-21 

100 
49 
26 

7 
2 
2 

23 

1916-17 .._ 

1921-22 

10 

1917-18 

1922-23 

4 

1Q1ft-10 

Total 

1919-20 

392 

29 

76 

The  table  above  shows,  for  example,  that  in  the  year  1916-17, 
when  differences  were  changed  comparatively  seldom,  there  were 
nine  changes  made  in  the  average  (New  York's  contract  settlement 
difference)  and  only  one  change  in  the  Norfolk  difference,  and  two 
changes  in  the  New  Orleans.  In  1920-21,  when  differences  changed 
frequently,  there  were  100  changes  in  the  average  and  only  7  in 
the  Norfolk  difference  and  23  in  the  New  Orleans.  During  the  eight 
years  392  changes  were  made  in  the  average  difference,  as  compared 
with  29  changes  in  the  Norfolk  and  76  in  the  New  Orleans,  or  14 

98599t— S.  Doc  100, 68-1 11 
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changes  in  the  average  for  every  1  in  the  Norfolk  difference  and 
6  for  every  1  in  the  New  Orleans.  In  every  year,  whether  the 
changes  are  many  or  few  the  number  of  changes  is  always  much  smaller 
in  the  Norfolk  and  New  Orleans  differences  than  in  the  difference 
used  for  New  York,  and  in  addition  there  is  at  times  a  considerable 
disparity  between  these  differences,  reaching  in  1920  as  between 
New  York  and  New  Orleans  for  the  particular  grade,  low  middling, 
more  than  200  points.  Even  though  it  should  be  true  that  actual 
commercial  differences  local  to  New  York  and  to  New  Orleans  are 
at  any  time  very  unlike,  there  seems  to  be  no  condition  about  the  two 
markets  so  different  as  to  require  one  (New  York)  to  change  its  differ- 
ence five  times  on  the  average  for  every  one  change  made  by  the 
other  in  order  that  the  differences  of  both  be  kept  on  a  commercial 
basis,  although  each  change  for  New  York  may  be  on  the  average 
much  smaller  than  that  for  New  Orleans. 

The  explanation  of  the  spread  of  spot-market  differences  upon 
whose  average  the  settlement  of  the  New  York  future  contract  de- 
pends, must  lie  either  in  the  fact  of  imlike  market  conditions  in  the 
various  spot  markets  or  in  the  inaccm'acy  of  the  quotation  of  one  or 
more  of  tne  differences  which  are  taken  to  secure  the  average.  It  may 
lie  in  both  directions.  In  so  far  as  the  spread  of  the  quoted  differences 
in  the  several  designated  spot  markets  is  due  to  inaccmate  quoting,  it 
should  call  for  a  revision  in  the  methods  of  quoting  the  markets. 

It  will  be  noted  by  comparison  of  Diagram  I  and  Table  19,  that 
discounts  of  the  spot-montn  future  imder  the  spot  price  were  greatest 
in  the  years  when  spreads  of  differences  between  markets  were  greatest 
and  when  therefore  artificial  differences  for  New  York  were  most 
probable.  It  may  also  be  pointed  out  that  overvaluation  to  the  re- 
ceiver of  cotton  on  future  contract,  one  of  the  apparent  causes  of  spot- 
month  discoimts,  will  result  from  artificial  differences  as  probably  as 
will  undervaluation,  although  the  latter  is  of  little  imjx)rtance  smce 
but  few  bales  of  cotton  thus  imdervalued  are  likely  to  be  delivered. 

Section  5.  Spot  qnotations  and  the  cotton  fntures  act. 

Before  considering  the  methods  used  in  quoting  the  spot  markets  in 
connection  with  the  spread  of  differences  between  various  markets 
and  the  overvaluation  of  grades  delivered  on  the  New  York  future 
contract,  examination  should  be  made  of  the  requirements  of  the 
cotton  futures  act  and  the  regulations  thereunder  m  respect  to  spot 
quotations. 

The  cotton  futures  act  requires  that  the  differences  used  in  settle- 
ment of  the  future  contract  shall  be,  for  an  exchange  located  at  a  bona 
fide  spot  market,  the  actual  commercial  differences  of  that  market 
established  by  spot  sales.  For  any  exchange  not  so  located,  the  aver- 
age of  actu£u  commercial  differences  established  by  spot  sales  at 
several  officially  designated  bona  fide  spot  markets,  is  to  be  taken. 
The  act  itself,  therefore,  requires  that  actual  commercial  differences 
as  estabUshed  by  spot  sales  in  certain  spot  markets  be  ascertained 
and  used  in  the  settlement  of  future  contracts. 

That  its  requirements  may  be  made  effective,  the  act  contemplates 
that  regulations  thereunder  shall  be  prescribed  and  one  condition 
that  a  market  must  meet  to  be  designated  and  continued  as  a  bona 
fide  spot  market  is  conformity  to  certain  sections  of  the  act  and  to  the 
regulations  made  thereimder. 


The  regulations  direct  that  a  competent  quotation  committee  whose 
organization  and  personnel  are  approved  by  the  Chief  of  the  Bureau 
of  Agricultural  Economics  of  the  Department  of  Agriculture  shall  be 
established  and  maintained  at  each  bona  fide  spot  market.  The 
committee  must  have  access  to  a  full  set  of  the  official  cotton  standards 
of  the  United  States.  It  is  required  to  obtain  complete  and  satis- 
factory information  not  later  than  the  close  of  business  on  each 
business  day  as  to  all  sales  of  spot  cotton  since  the  close  of  the  next 
preceding  business  day,  including  grades,  prices  or  price  basis,  and 
other  terms  of  sale,  and  to  have  access  to  the  samples  representing 
cotton  involved  in  such  sales.  The  latter  provision,  together  with 
that  requiring  the  committee  to  have  access  to  the  United  States 
official  cotton  standards,  is  for  the  purpose  of  making  it  possible 
for  the  committee  to  know  what  the  actual  grade  of  cotton  is  which  is 
reported  as  sold  at  a  given  price. 

The  above  sales  imormation  is  required  to  be  kept  subject  to 
examination  by  a  representative  of  the  Bureau  of  Agricultural 
Economics.  Tnese  regulations  would  appear  to  contemplate  only 
such  quotations  as  are  made  by  a  competent  and  impartial  com- 
mittee and  based  upon  the  committee's  knowledge  of  all  spot  transac- 
tions in  its  market  as  reported  to  it  or  ascertained  by  it  before  the 
close  of  each  day  and  verified  by  the  committee's  classing  of  the 
samples. 

In  case  of  no  sale  of  a  particular  grade  on  a  given  day  the  cotton 
futures  act  contemplates  that  its  value  for  the  purpose  of  estabUshing 
commercial  differences  shall  be  determined  from  the  sale  of  spot 
cotton  of  other  grade  or  grades,  in  accordance  with  the  regulations 
prescribed  for  the  purpose  by  the  Secretary  of  Agriculture.  Under 
these  regulations  wnere  there  has  been,  in  a  ffiven  market  on  a  given 
day,  botn  a  sale  of  a  higher  grade  and  a  sale  of  a  lower  grade,  the 
average  of  the  declines  or  advances,  or  dechne  and  advance,  as  the 
case  may  be,  of  the  next  higher  grade  and  the  next  lower  grade  so 
sold,  shall  be  deducted  from  or  added  to,  as  the  case  may  be,  the 
value  on  the  last  preceding  business  day  of  the  grade  whose  value  is 
to  be  ascertained.  Where  there  has  been  a  sale  of  either  a  higher 
grade  or  a  lower  grade,  but  not  sales  of  both,  the  decline  or  advance 
of  the  next  higher  or  the  next  lower  grade  so  sold  shall  be  deducted 
from  or  added  to,  as  the  case  maybe,  the  value  on  the  last  preceding 
business  day,  of  the  grade  whose  value  is  to  be  ascertained.  Where 
there  has  been  no  sale  of  spot  cotton  of  any  grade,  the  value  of  each 
grade  is  to  be  deemed  that  quoted  on  the  last  preceding  business  day, 
except  as  bona  fide  bids  and  offers,  or  sales  of  hedged  cotton,  or 
other  cotton  sales,  or  changes  in  the  prices  of  future  contracts  clearly 
establish  a  rise  or  fall  in  the  value  of  spot  cotton,  when  such  rise  or 
fall  may  be  added  to  or  deducted  from  the  value,  on  the  last  pre- 
ceding business  day,  of  all  grades  affected.^® 

Section  6.  The  making  of  spot  qnotations. 

Since  there  are  important  differences  in  the  methods  of  determining 
spot  quotations  in  tne  New  Orleans  and  other  spot  markets  of  the 
South  and  New  York,  it  is  necessary  to  consider  these  methods 
somewhat  by  markets. 

>o  Bee  Appendix  H  for  "Regulation  15.    Price  Quotations  and  Differences,"  from  regulations  of  tbM 
Secretary  of  Agriculture  under  the  United  States  cotton  futures  act. 
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New  Orleans. — Only  the  New  Orleans  exchange  employs  as  its 
spot  quotations  committee  salaried,  expert  classers  of  cotton  who 
have  no  financial  interest  in  any  phase  of  cotton  trading,  spot  or 
future,  and  whose  work  of  classing  cotton  and  arriving  at  quotations 
is  in  no  detailed  way  supervised  by  the  officials  of  the  exchange. 
The  sole  occupation  of  the  members  of  this  committee  consists  of 
quoting  the  spot  market  dail}^  and  classing  cotton  for  the  exchange. 
This  plan  has  been  followed  in  New  Orleans  for  some  six  or  seven 
years.  The  committee  consists  of  three  members  ehosen  annually 
by  the  board  of  directors  of  the  cotton  exchange  from  the  board 
of  classers,  the  chairman  receiving  a  salary  of  $6,000  a  year.  While 
members  of  the  committee  can  be  removed  on  a  showing  of  incom- 
petency or  misbehavior,  their  work  of  quoting  the  market  is  not 
reviewed  from  day  to  day  by  any  other  conmiittee  or  official  of  the 
exchange. 

Since  the  spot  market,  unhke  the  futures  market,  is  not  confined 
to  one  floor  space  but  is  made  up  of  the  several  factors'  and  mer- 
chants' offices  and  sample  rooms  where  cotton  is  sold,  extending 
over  several  squares,  it  is  necessary  for  the  conmiittee  each  day  to 
go  from  office  to  office  to  secure  the  prices  at  which  the  cotton  was 
sold,  or  the  bids  and  offers,  at  the  same  time  determining  the  grade 
of  the  cotton  sold.  Two  members  constitute  a  quorum.  Should 
these  two  disagree  the  third  nlember  is  called  in  to  decide  the  matter. 
The  committee  is  accompanied  on  its  rounds  by  a  member  of  the 
Board  of  Cotton  Examinei-s  of  the  Bureau  of  Agricultural  Economics. 
He  has  no  voice  in  the  decisions  of  the  committee,  but  checks  up  the 
work  of  the  committee  and  reports  to  the  bureau  anything  which 
he  deems  should  be  reported  or  corrected. 

Twice  each  day,  except  Saturday,  the  committee  makes  the  rounds 
of  factors'  and  merchants'  offices;  the  first  time  about  two  hours 
after  the  opening  of  the  exchange  and  the  second  time  about  two 
hours  later.  On  Saturdays  the  committee  makes  the  rounds  but 
once.  Offices  not  visited  are  expected  to  advise  the  committee  by 
phone  of  any  sale,  the  committee  thereupon  canvassing  the  offices 
to  secure  the  necessary  information. 

Under  the  regulations  adopted  by  the  New  Orleans  Cotton  Ex- 
change, sales  made  after  the  close  of  the  futures  market  and  prior 
to  4  o'clock  are  required  to  be  reported  to  the  committee  by  pnone 
on  the  day  made,  giving  the  committee  an  opportunity  to  vbit  the 
sample  rooms  and  class  the  cotton  before  the  samples  are  rolled  up 
by  the  factor  or  merchant.  This  regulation,  however,  while  enforced 
for  a  time,  does  not  appear  to  be  at  present.  In  actual  practice 
when  the  committee  makes  its  first  round  in  the  morning  it  is  told 
of  sales  which  were  made  after  the  market  on  the  preceding  day. 
Such  sales  are  marked  with  the  letters  *'A.  H."  on  the  daily  reports 
forwarded  to  Washington;  that  is,  they  are  sales  made  ''after  hours" 
and  do  not  enter  into  the  computation  of  spot  values  unless  they 
have  been  made  at  prices  materially  different  from  those  announced 
at  the  last  close  of  the  market.  If,  however,  such  sales  are  reported 
at  a  price  which  appears  to  be  much  out  of  line  with  the  prevailing 
market,  the  seller  is  asked  to  get  out  the  samples  and  the  committee 
classes  the  cotton  in  the  regular  way. 

In  making  its  rounds  the  committee  collects  for  each  sale  made 
the  quantity  sold  and  the  price.     These  data  are  checked  by  a 
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report  from  the  buyer  of  the  cotton.  Both  exchange  and  Govern- 
ment representatives  look  at  the  samples  and  class  them  in  their 
own  minds.  The  judgment  of  the  excnange  representatives  decides 
their  class.  Note  is  made  of  the  date  on  which  the  sale  was  made, 
the  quantity  of  spot  cotton  sold,  including  under  spot  cotton,  but 
recorded  separately,  the  quantity  sold  on  a  hedged  basis  (i.  e.,  spot 
sales  made  on  call)  and  that  sold  on  f.  o.  b.  terms.  Note  is  also 
made  of  the  quantity  sold  for  deferred  delivery  and  that  sold  to- 
arrive,  and  the  grade,  length  of  staple,  and  the  price  of  spot  cotton. 
The  names  of  buyers  or  sellers  are  not  taken.  Permanent  record 
is  made  of  these  data  in  a  bound  volume  entitled  ''New  Orleans 
Daily  Cotton  Report,"  except  that  record  is  not  kept  of  individual 
prices,  the  quotation  by  grades  for  the  market  as  a  whole  only  being 
permanently  recorded.  Quotations  by  grades  are  made  up  by  taking 
an  average  of  prices  received  for  each  grade  and  are  therefore  quota- 
tions for  the  aay.  At  the  close  of  the  market  these  quotations  are 
annoimced  to  the  traders  at  the  ring,  posted  in  the  exchange  room, 
and  forwarded  to  the  Department  of  Agriculture  at  Washington. 
Prices  for  cotton  of  a  staple  more  than  seven-eighths  inch  to  1  inch 
are  not  quoted  by  the  quotation  committee,  although  the  length  of 
staple  is  shown  on  the  report  of  daily  sales  sent  to  Washington. 
The  length  of  staple  is  important  in  arriving  at  quotations  only  in 
that  it  enables  the  committee  to  eliminate  staple  cotton  in  deter- 
mining values.  Prices  of  cotton  sold  to-arrive  or  on  description  are 
not  considered  by  the  committee  in  making  quotations,  prices  being 
confined  to  cotton  sold  on  spot  terms. 

If  there  have  been  no  sales  of  any  grade  on  a  given  day,  quota- 
tions remain  as  on  the  last  preceding  business  day,  unless  bids  and 
offers,  or  sales  of  hedged  cotton,  or  changes  in  futures,  establish  a 
rise  or  fall  in  the  value  of  spot  cotton  in  the  New  Orleans  market, 
in  which  case  the  quotations  of  the  last  preceding  business  day  are 
altered  accordingly. 

The  New  Orleans  system  of  quoting  the  market  appears  to  be  an 
improvement  in  some  respects  over  that  prevailing  m  many  of  the 
other  spot  markets.  Its  making  a  disinterested  yet  expert  com- 
mittee responsible  for  determining  quotations  should  give  results 
that  are  unbiased  and  at  the  same  time  soimd.  Its  requirements 
that  all  sales  of  spot  cotton  shall  be  reported  and  used  as  a  basis 
for  quotations  ana  that  cotton  so  sold  shall  be  classed  by  the  com- 
mittee make  for  accuracy.  The  conimission  in  its  inquiry  found 
that  the  system  gives  general  satisfaction  so  far  as  it  directly  affects 
the  New  Orleans  trade.  It  is  urged  by  some,  however,  that  the 
quotation  should  be  related  to  the  future,  since  so  much  cotton  is 
sold  on  and  off  futures.  Instead  of  taking  an  average  of  the  day's 
prices  for  middling,  the  prevailing  basis  for  the  day  as  shown  by 
sales  would  be  related  to  the  closing  future.  This  would  give  a 
closing  price  so  far  as  determined  by  the  future,  which  is  relatively- 
variable,  and  a  price  for  the  day  so  far  as  determined  by  the  basis 
which  is  relatively  stable.  An  absolute  closing  price  seems  to  be 
impracticable  since  often  few  or  no  sales  are  made  at  the  close, 

Augusta. — The  quotations  committee  of  the  Augusta  Cotton 
Exchange  is  appointed  by  the  president  of  the  exchange  and  is  com- 
posed 01  five  members,  two  buyers  and  two  sellers  appointed  for  two 
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months,  and  a  chairman  who  serves  30  days  and  is  alternately  a  buyer 
and  a  seller. 

Under  the  rules  of  the  exchange  buyers  and  sellers  of  spot  cotton 
are  required  to  report  daily  to  the  superintendent  of  the  exchange  all 
purchases  and  sales  made  since  the  previous  report,  together  with 
prices  of  each  grade.  The  information  thus  acquired,  however,  is 
not  used  in  making  quotations.  Shortly  before  the  close  of  the  mar- 
ket the  assistant  secretary,  or  his  representative,  gets  in  touch  with 
the  members  of  the  conamittee,  and  secures  their  ^fiews  of  the  spot 
market  based  upon  their  own  firms'  business  and  upon  such  trans- 
actions of  other  firms  as  may  have  come  to  their  attention.  These 
views  expressed  in  terms  of  basis  on  the  spot  month  for  middling 
cotton,  seven-eighths  inch  staple,  are  reported  to  the  chairman  of  the 
committee.  If  there  is  not  agreement  by  a  majority  of  the  members 
of  the  committee  upon  the  basis  to  be  used,  an  average  may  be  taken. 
The  basis  thus  ascertained  is  applied  to  the  closing  New  York  future 
price.  The  quotation  is  for  exwarehouse  cotton  sold  either  by  dealers 
or  factors. 

Differences  for  the  upper  and  lower  grades  on  and  off  middling  are 
revised  usually  once  a  week  by  a  revision  committee,  which  is  entu^ly 
separate  from  the  quotations  committee  and  is  chosen  to  serve  one 
year.  This  revision  is  based  on  the  committee's  general  knowledge  of 
coinmercial  differences  in  the  Augusta  market  and  not  on  differences 
derived  from  reported  prices  and  grades. 

Savannah. — The  conamittee  on  Quotations  in  the  Savannah  Cotton 
Exchange  is  made  up  of  five  members  appointed  each  month  by  the 
board  oi  directors  of  the  exchange,  three  factors  and  two  exporters 
one  month  and  two  factors  and  three  exporters  the  next.  The 
chairman  of  the  committee  must  be  a  member  of  the  board  of  directors. 

The  rules  of  the  exchange  require  both  exporters  and  factors  to 
report  in  writing  to  the  superintendent  or  assistant  superintendent  of 
the  exchange  all  purchases  and  sales  of  upland  cotton  seven-eighths 
inch  staple,  giving  full  number  of  bales,  price  for  middling,  differences 
agreed  upon  in  value  for  grades  above  and  below  middling,  not  later 
than  1  p.  m.  daily.  These  reports  are  regarded  as  stnctly  confi- 
dential and  should  show  from  whom  the  purchase  and  to  whom  the 
sale  was  made,  and  be  signed  by  the  firm  making  the  report  or  its 
representative.  Failure  to  report  subjects  the  delinquent  to  a  fine  of 
10  cents  per  bale. 

The  report  of  the  quotations  committee  for  November,  1921,  as 
published  in  the  fortj -ninth  annual  report  of  the  exchange,  states 
that  the  method  of  quoting  the  market  based  on  average  sales  of  the 
day  had  not  been  satisfactory  owing  to  the  general  disregard  by  the 
members  of  the  rule  requiring  them  to  repoit  sales,  and  recommended 
an  inforcement  of  the  rule  or  its  repeal.  In  actual  practice  the  quota- 
tion as  issued  is  made  up  by  applying  a  basis  to  the  New  York  closing 
future  (nearest  active  month).  Tms  basis  is  not  derived  from  re- 
ported transactions  but  is  based  upon  the  judgment  of  the  committee. 
This  quotation  is  for  middling  cotton,  seven-eighths  to  1  inch  staple, 
aiiy  size  lots,  exwarehouse  or  to-arrive,  sold  on  sample  or  on  descrip- 
tion, by  dealers  or  by  factors.  Differences  for  grades  other  than 
middling  are  determined  by  the  same  committee  and  in  the  same 
general  manner  as  for  the  middling  quotation. 


Norfolk. — Quotations  on  the  spot  market  of  the  Norfolk  and 
Portsmouth  Exchange  are  made  under  what  is  known  as  the  Memphis 
plan.  (See  Appendix  3.)  The  committee  on  quotations  is  appointed 
irom  month  to  month  by  the  president  of  the  exchange,  ana  consists 
of  three  members,  two  buyers  and  one  factor  one  month  and  two 
factors  and  One  buyer  the  next  month,  the  chairmanship  alternating 
from  month  to  month  between  factors  and  buyers. 

Sales  made  by  factors  only  are  reported  each  day  b^  members  of  the 
exchange  to  the  secretary.  Both  sellers  and  buyers  report  the  number 
of  bales  bought  or  sold,  the  grade,  and  the  price  including  the  basis, 
but  not  the  name  of  the  seller,  in  the  case  of  a  report  by  a  buyer,  or  the 
name  of  the  buyer  in  the  case  of  a  report  by  a  factor.  No  permanent 
record  of  these  data  is  kept  by  the  exchange  except  the  totals  for  the 
day.  The  secretary  reports  the  quantity  sold  and  the  basis  to  the 
members  of  the  committee  separately,  not  including  the  chairman, 
each  of  whom  casts  an  independent  vote  on  the  basis.  In  case  of 
disagreement  the  chairman  decides  the  basis.  This  basis  is  applied 
to  the  closing  New  York  active  future  for  the  quotation  on  miadUng. 
Only  as  the  secretary  reports  to  the  committee  a  considerable  nmnber 
of  sales  at  differences  otner  than  those  prevailing  is  action  taken  for  a 
revision  of  differences. 

Quotations  are  made  on  the  basis  of  spot  sales  reported  by  the 
members  and  are  for  seven-eighths  inch  to  1  inch  staple,  Grovemment 
standard  grades.  Sales  include  cotton  in  even-runmng  or  round  lots 
of  50  bales  or  more,  sold  at  flatprice  or  basis  middling,  and  on  sample, 
on  type,  or  on  description.  To-arrive  cotton  is  not  included.  The 
quotation  for  middling  is  a  closing  market  quotation  in  that  the 
reported  basis  for  the  day  is  apphed  to  the  closing  New  York  active 
future.  Quotations  are  not  made  in  this  market,  in  the  absence  of 
sales,  on  the  basis  of  bids  and  offers.  In  the  case  of  middling  the 
basis  of  the  previous  day  rules.  In  the  case  of  other  grades,  the  old 
differences  remain. 

Memphis. — The  rules  of  the  Memphis  exchange  provide  for  a 
committee  on  classification  and  quotations,  appointed  by  the  board 
of  directors  and  composed  of  five  members,  consisting  of  two  sellers, 
two  buyers,  and  a  chairman,  alternately  a  seller  and  a  buyer.  New 
men  are  selected  each  month  for  the  committee,  but  some  of  the  old 
members  are  retained  so  that  the  committee  is  continuous  and  those 
selected  for  the  committee  are  men  that  it  is  anticipated  will  be  active 
in  the  market  during  the  month  for  which  they  are  selected. 

At  the  beginning  of  the  month  the  new  committee  reviews  the  work 
of  the  committee  of  the  previous  month,  giving  special  attention  to  the 
question  of  differences.  On  each  succeeding  day  of  the  month  the 
secretary  of  the  exchange  gets  in  touch  with  each  member  of  the 
committee  during  the  hour  prior  to  the  close  of  the  market,  and 
secures  his  view  oi  the  market.  This  view  is  based  upon  the  member's 
own  sales  and  a  general  knowledge  of  the  market.  If  the  committee 
has  no  knowledge  of  the  sale  of  a  particular  grade  it  determines  the 
quotation  for  that  grade  by  the  c^uotation  of  other  grades,  of  the  sales 
of  which  it  has  knowledge.  If  views  of  the  members  of  the  committee 
differ,  a  majority  vote  decides  the  question.  Quantity  sold  is 
reported  by  the  exchange  member  to  the  secretary,  out  price,  grade, 
and  staple  are  not  reported. 
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Only  upland  cotton,  Government  standard,  sold  by  factors  on 
sample,  is  quoted.  No  record  is  made  except  of  the  final  figure  arrived 
at  which  IS  posted  in  the  exchange  at  2  p.  m."  each  day  except 
Saturdays,  when  the  quotations  are  posted  at  12  o'clock  noon. 

Little  i?ocA-.— The  committee  on  quotations  consists  of  five  members 
appointed  by  the  president  and  having  a  term  of  oflice  of  60  days 
rwo  of  Its  members  are  factors  and  two  buyers,  while  the  fifth,  the 
chairman,  is  a  factor  one  month  and  a  buyer  the  next.  Each  member 
of  the  committee  submits  his  estimate  of  the  price  of  middling  cotton 
based  upon  his  own  transactions,  and  others  coming  within  his 
knowledge  t<)  the  superintendent  of  the  exchange  shortly  before 
the  close  of  the  market.  If  a  majority  of  the  committee  agree  on  an 
estimate,  that  estimate  is  the  quotation  for  the  day.  Should  there 
be  no  such  agreement  estimates  are  averaged. 

This  quotation  on  middling  is  for  aU  cotton,  including  to-arrive 
all  short  staple,  even-running  and  round  lots  (not  basis  middling)  lots 
of  both  more  and  less  than  100  bales,  and  cotton  sold  by  both  dealers 
and  factors  It  is  a  quotation  for  the  day  and  not  for  the  close 
Difterence«  for  other  grades  are  changed  only  by  action  of  the  com- 
mittee called  for  such  purpose,  the  basis  of  such  changes  being  the 
transactions  of  members  of  the  committee  and  any  other  transa^ions 
of  which  they  have  knowledge.  Exchange  members  report  quotations 
of  cotton  sold,  the  mformation  being  used  for  statistical  purposes 

Montgomery,— Th^  secretary  of  the  exchange  appoints  a  quotation 
committee  consisting  of  five  members  about  equally  divided  between 
buyers  and  sellers  and  serving  from  one  to  three  months.  The 
quotation  for  middling  is  usually  based  upon  actual  transactions  but 
at  times  on  a  general  knowledge  of  the  market.  During  the  active 
period  m  the  cotton  trade  the  secretary  gathers  sales  data,  including 
quantity,  pnce  and  average  grade,  but  not  staple.  At  the  close  5 
the  market  each  day  he  gets  in  touch  with  the  members  of  the  com- 
mittee, subimttmg  the  sales  data  to  them  and  securing  from  them 
their  views  of  the  market.  Account  is  taken  of  the  New  York  closing 
future  price  in  arriving  at  the  final  quotation,  which  represents  the 
spot  market  at  the  close  of  the  local  exchange. 

Changes  in  differences  are  based  upon  information  secured  by  a 
canvass  of  the  members  at  certain  mtervals.  Quotations  are  for 
factors  cotton,  ex-warehouse,  seven-eighths  inch  staple,  sold  on 
sample,  m  round  (not  even  nmning)  lots  of  any  size. 

Dallas.— In  the  Dallas  Cotton  Exchange  quotations  on  spot  cotton 
are  reported  to  be  made  up  as  follows:  A  committee  on  quotations 
composed  of  four  merchants  and  one  broker  appointed  by  the  presi- 
dent of  the  exchange,  to  serve  for  one  year,  meets  each  day  just 
before  the  close  of  the  market  and  upon  its  general  knowledge  of  the 
basis  prevaihng  for  actual  sales  apphes  this  basis  to  the  closing  New 
York  future  pnce  of  the  nearest  active  month,  thus  arriving  at  the  spot 
quotation  as  of  the  close  of  the  market.  This  quotation  is  for  mid- 
dlmg  cotton,  average  staple,  which  for  Dallas  territory  runs  1  inch  or 
better,  even  runnmg,  in  lots  of  100  bales  or  more,  sales  within  a 
radii^  of  100  miles  from  Dallas  landed  at  Dallas  compress.  Changes 
m  differences  for  on  and  off  grades,  when  made,  are  made  by  this  same 

n  In  the  summer  owmg  to  the  New  York  daylight  saving  Ume,  the  closing  is  one  hour  earliec. 


committee,  based  upon  its  general  knowledge  of  sales  and  not  upon 
reports  of  sales  required  of  all  members.  Quantity  sold  and  price  are 
reported  to  the  secretary  each  day  by  exchange  members,  but  these  data 
are  used  for  statistical  and  not  spot  quotation  purposes.  Grade  and 
staple  are  not  reported.  Under  the  rules  a  majority  of  the  committee 
constitutes  a  quorum,  and  an  average  of  the  views  of  those  present 
on  basis  determines  the  Quotation.  These  views  may  be  secured  by 
telephone  or  by  the  circulation  of  a  slip  of  paper. 

Galveston. — ^A  committee  on  quotations  of  three  members,  to 
serve  60  days,  is  appointed  by  the  president  of  the  exchange.  This 
committee  is  presumed  to  meet  each  day  at  the  close  of  the  market, 
although  one  member  of  the  committee  constitutes  a  quorum  and 
may  in  the  absence  of  the  other  members  a  note  the  market.  The 
quotation  issued  is  reported  to  be  for  the  day  rather  than  for  the 
close  of  the  market,  and  is  based  upon  the  committee's  general 
knowledge  of  the  market  and  not  upon  a  systematic  and  required 
report  of  all  transactions  made  by  members  during  the  day.  The 
quotation  is  for  all  grades  sold  on  factor's  terms.  No  quotations 
are  issued  as  ''nominal.^' 

Houston. — The  by-laws  of  the  Houston  Cotton  Exchange  provide 
for  a  committee  on  quotations  consisting  of  five  members,  to  be 
appointed  by  the  president  and  holding  ofl&ce  for  two  months.  It 
is  required  that  two  of  the  members  be  buyers  and  two  sellers  (or 
one  broker  in  lieu  of  either  a  buyer  or  a  seller) ,  one  of  each  to  retire 
each  month.  The  chairman,  who  must  be  a  member  of  the  board 
of  directors,  votes  only  in  case  of  a  tie.     Three  members  constitute 

a  quorum. 

The  basis  of  quotations  is  actual  sales  of  cotton  sold  on  spot  terms, 
bids,  and  offers,  or  any  other  pertinent  information  such  as  the 
movement  of  prices  in  the  futures  market.  The  factors  report  to 
the  secretary  of  the  exchange  the  number  of  bales  sold  each  day, 
with  the  basis  middling  prices,  and  an  average  is  made  of  these 
reported  prices.  Grade  and  staple  are  not  reported.  The  secretary 
gives  the  derived  average  price  to  the  committee,  who  use  it,  together 
with  their  own  knowl^ge  of  what  cotton  is  actually  being  traded 
in  in  the  local  market,  and  thus  arrive  at  the  quotation  at  a  meeting 
of  its  members  at  the  close  of  the  market  day,  the  quotation  repre- 
senting prices  at  the  close  of  the  market.  The  secretary  then  makes 
a  permanent  record  of  the  quotation.  Since  grade  of  cotton  sold  is 
not  reported  by  the  factor,  changes  in  quoted  differences  must  be 
made  on  the  committee's  knowledge  of  the  factor's  ability  to  sell 
on  and  off  grades  at  prevailing  differences. 

New  York.— Spot  quotations  in  the  New  York  market  are  not 
used  as  in  other  markets  to  determine  settlement  values  for  ^ades 
other  than  middling  under  the  futures  contract.  Aside  from  its  use 
as  a  guide  to  the  trade  on  the  value  of  middling  spot  cotton  (quota- 
tions issued  on  this  grade  only) ,  it  is  employed  as  a  basis  of  valuation 
of  cotton  in  the  settlement  of  losses  in  storage  or  of  damages  because 
of  default  in  delivery  on  futures  contract  and  as  a  basis  of  valuation 
in  the  making  of  bank  loans  and  in  the  making  of  contracts  in  cotton 
waste. 

The  committee  on  spot  quotations  is  made  up  of  seven  members  of 
the  exchange,  appointed  by  the  board  of  managers.  The  member- 
rfiip  of  the  committee  rotates,  two  members  retiring  at  the  end  of 
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each  month,  the  board  of  managers  filling  these  vacancies  by  two 
new  appointments.  It  is  provided  that  only  those  shall  be  ap- 
pointed to  this  committee  who  are  more  or  less  practically  engaged 
m  the  spot-cotton  business. 

Provision  is  made  by  the  by-laws  of  the  exchange  for  the  meeting 
of  this  committee  at  the  exchange  building  on  each  full  business  day 
at  3  o'clock  p.  m.,  and  on  Saturday  at  12  o'clock  m.,  to  confer  upon, 
and,  by  a  majority  vote  of  the  members  present,  to  establish  the 
market  quotation  for  the  time  being  of  middling  upland  cotton,  two 
members  of  the  committee  constituting  a  quorum  at  any  such  meet- 
ing. 

Under  the  rules  of  the  exchange,  members  are  required  to  report 
aU  sales  of  spot  cotton  of  any  natm-e  for  domestic  consumption  or 
for  export,  or  shipments  by  owners  from  their  own  stocks,  to  the 
secretary  of  the  warehouse  and  dehvery  committee  at  his  office  at  2 
o'clock  p.  m.,  daily,  Saturdays  excepted,  when  the  reports  shall  be 
sent  in  at  11  o'clock  a.  m.  Formerly  it  was  the  practice  of  the 
assistant  inspector  in  chief,  as  representative  of  the  secretary  of  the 
warehouse  and  delivery  committee  and  clerk  of  the  committee  on 
spot  quotations,  to  receive  this  information,  securing  quantity 
grade,  and  price  on  all  sales  made.  No  penalty,  however,  for  viola^ 
tion  of  the  rule  having  been  provided,  and  no  provision  in  the  rule 
having  been  made  requiring  the  exchange  authorities  to  treat  details 
of  reports  as  confidential,  such  reports  have  been  discontinued, 
members  bein^  disinclined  to  give  information  which  they  appear  to 
believe  might  be  used  to  the  advantage  of  a  competitor. 

The  prices  of  such  sales  of  spot  cotton  as  the  committee  has  knowl- 
edge of,  as  well  as  the  prices  of  futures  prevailing  when  these  sales  are 
made,  are  taken  into  consideration.  If  the  committee  has  no 
knowledge  of  actual  sales,  the  bid  and  asked  prices  for  middling 
upland  at  New  York  are  considered.  In  either  case  what  is  rec^arded 
as  the  prevailing  basis  for  the  day  is  established,  which  is  appTied  to 
the  bid  price  of  the  spot  month  future  at  the  close,  or  the  nominal 
when  there  is  no  bid  price.  The  Quotation  thus  determined  repre- 
sents the  spot  market  at  the  close  oi  the  futures  market.  No  quota- 
tions for  grades  other  than  middling  are  made. 

Section  7.  Dissimilar  methods  of  quoting  at  the  ten  designated  spot 
markets. 

Two  important  explanations  of  the  spreads  between  the  quotations 
of  any  two  spot  markets  for  the  same  day  are,  first,  that  tbe  quota- 
tions of  at  least  one  of  the  markets,  due  to  methods  used,  are  incorrect* 
and,  second,  that  market  conditions  are  unhke.  The  latter  explana- 
tion, however,  will  not  account  for  a  persistent  spread  in  the  same 
direction  as  between  the  spot  prices  for  middling  for  adjacent  markets, 
the  spread  exceeding  a  normal  handling  and  transportation  charge 
as  between  the  two  markets.  The  same  may  be  said  of  the  spread 
between  diflFerences  where  middling  prices  are  practically  alike. 
On  the  other  hand,  methods  of  quoting  the  markets  are  so  different 
that  spreads  in  quotations  may  easily  be  due,  in  considerable  part, 
to  the  methods  used  in  arriving  at  the  quotation. 

The  more  important  variations  in  methods  of  quoting  cotton  at  the 
10  designated  spot  markets  (see  Appendix  Table  VIII)  relate  to  the 
following:  (1)  sources  of  price  information;  (2)  extent  of  price  in- 
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formation;  (3)  use  made  of  the  price  information  by  the  committee; 
(4)  character  of  the  sales  transactions  included;  (5)  methods  of 
establishing  the  quotation  for  middling;  (6)  verification  of  sales 
information;  (7)  methods  of  establishing  differences;  and  (8)  methods 
of  establishing  quotations  and  differences  in  the  absence  of  sales. 

(1)  The  quotations  may  be  derived  from  transactions  of  committee 
members  and  such  other  transactions  as  they  may  have  casual 
knowledge  of,  or  may  be  obtained  from  reports  of  exchange  members 
on  actual  transactions  in  the  market.  Five  of  the  10  designated  spot 
exchanges  have  advised  the  commission  that  they  require  members 
to  report  such  information,  which  is  used  to  assist  in  making  quota- 
tions, a  practice  essential  to  accuracy  in  quoting  the  market,  and 
apparently  contemplated  by  the  cotton  futures  act  and  the  regula- 
tions thereunder. 

(2 )  The  character  of  the  information  secured  from  exchange  members 
for  the  purpose  of  quotation  making  may  be  limited  to  the  quantity 
sold  and  the  price  of  middling,  or  mclude  also  prices  of  other  grades 
sold  and  other  terms  of  sale  as  required  by  the  regulations  under  the 
cotton  futures  act.  Of  the  five  designated  spot  markets  requiring 
sales  information  from  members  for  quotation-making  purposes,  one 
requires  quantity,  grade,  staple,  and  price  to  be  reported;  one, 
quantity,  grade,  and  price  (and basis);  one,  quantity,  average  grade, 
and  price ;  and  two,  quantity  and  price. 

(3)  The  quotation-making  information  required  from  exchange 
members  may  be  used  as  a  oasis  for  a  judgment  of  the  committee 
as  to  what  the  quotation  should  be,  or  as  data  from  which  a  quotation 
is  mathematically  computed,  the  committee's  fimction  in  the  latter 
case  being  to  see  that  all  required  data  are  furnished  and  as  furnished 
are  bona  fide  and  properly  used  in  making  the  computation,  and  in 
the  absence  of  such  sales  data  to  establish  a  quotation  according  to 
prescribed  regulations.  Of  the  five  markets  requiring  quotation- 
making  information,  two  appear  to  have  combined  the  two  methods, 
but  none  has  placed  entire  reUance  on  the  computation  method, 
which  alone  would  seem  to  remove  all  suspicion  of  mistaken  judgment 
or  bias  of  committees. 

(4)  The  character  of  the  transactions  upon  which  quotation-making 
information  is  rec[uired  and  for  which  Quotations  are  issued  in  differ- 
ent markets  varies  as  to  size  of  lot,  whether  even-running  or  round 
lots,  as  to  character  of  grade  and  staple,  as  to  length  of  staple,  as  to 
sales  being  made  on  sample,  on  type,  or  on  description,  whether  made 
by  factors  only  or  by  factors  and  others,  and  as  to  inclusion  of  basis 
middling  and  to-arrive  sales.  No  2  of  the  10  designated  spot  markets 
are  alike  in  all  the  above  requirements  for  transactions  for  which 
they  issue  quotations,  nor  are  all  10  markets  alike  in  respect  to  any 
one  requirement.  The  cotton  futures  act  and  regulations  make  no 
specific  requirements  in  these  particulars,  except  that  by  implication 
to-arrive  sales  are  excluded  from  transactions  on  which  quotations  are 
based,  by  virtue  of  their  not  being  spot  transactions  in  the  market. 
It  should  be  noted  that  even  though  quotations  are  based  upon  actual 
transactions  and  accurately  reflect  the  market,  quotations  made  under 
such  dissimilar  sales  conditions  and  for  cotton  of  such  dissimilar  de- 
scription can  not  be  for  several  markets  as  consistently  combined 
into  one  average  as  though  the  sales  were  made  on  the  same  basis. 
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Some  of  the  markets,  for  example,  include  sales  of  cotton  of  a 
staple  1  inch  or  more,  the  quotation  being  reported  as  for  an  average 
staple  rather  than  for  a  J^-inch  staple.  Such  quotations  would 
normally  be  higher  than  those  for  a  J^-mch  staple.  Values  of  cotton 
sold  on  spot  terms  usually  are  very  different  from  those  sold  on 
to-arrive  terms.  Even-running  cotton  is  normally  worth  more  than 
cotton  sold  in  round  lots.  While  variation  in  the  foregoing  require- 
ments as  between  markets  will  probably  cause  a  spread  of  prices 
more  than  of  differences,  to  the  extent  that  a  variation  of  a  given 
reciuirement  in  one  market  from  that  in  another,  does  not  affect  the 
prices  of  all  grades  ahke,  a  spread  of  differences  will  be  caused. 

(5)  The  committee  may  establish  what  it  regards  as  the  prevailing 
basis  for  the  day,  and  by  applying  this  to  the  closing  New  York 
future  arrive  at  the  quotation  for  middling.  Such  a  quotation  is 
for  the  day,  in  that  the  basis  is  found  by  taking  into  account  sales 
made  throughout  the  day.  It  is  a  closing  quotation,  in  that  the 
basis  is  applied  not  to  an  average  future  for  the  day,  but  to  the  closing 
future.  The  basis  may  be  an  estunate,  or  it  may  be  either  an  estimate 
or  a  computed  average  when  information  on  basis  is  required  on  sales 
of  all  members.  Or  the  committee  may,  from  its  information  on  the 
prevailing  flat  price,  establish  a  middling  Quotation  without  reference 
to  the  closing  future.  Such  a  quotation  becomes  an  estimate  if  the 
information  is  limited  to  that  picked  up  casually  by  the  committee, 
and  either  an  estimate  or  an  exact  average,  depending  upon  the  use 
made  of  the  information,  if  all  sales  of  the  market  are  taken  into 
account. 

Such  a  quotation  is  for  the  day  and  may  vary  considerably  from 
that  found  by  applying  the  day's  basis  to  the  closing  New  York 
future.  The  regulations  would  seem  to  permit  of  either  method  be- 
ing used  since  the  sales  information  required  to  be  furnished  the  quo- 
tation committee  by  exchange  members  includes  either  price  or  price 
basis.  Both  items  are  not  requu^d.  Six  exchanges  establish  what 
they  regard  as  the  prevailing  basis  for  the  day,  four  from  information 
casually  acquired  by  the  committee,  and  two  through  information 
required  from  all  exchange  membei-s.  The  basis  thus  established  is 
apphed  to  the  New  York  closing  future  for  the  quotation  on  middling. 
The  remaining  four  exchanges  establish  a  quotation  from  informa- 
tion on  a  flat  sales  price,  one  on  the  basis  of  the  committee's  casually 
acquired  knowledge,  and  three  on  the  basis  of  information  required 
from  all  exchange  members,  though  one  of  the  latter  at  times,  in  ar- 
riving at  the  final  quotation,  takes  into  consideration  the  New  York 
closing  future. 

(6)  In  respect  to  verification  of  sales  information  required  from 
members  of  the  exchange  for  the  use  of  the  quotation  committee, 
data  on  grade  and  staple  may  be  verified  by  the  quotation  com- 
mittee, as  would  appear  to  be  contemplated  by  the  regulations,  or 
checked  by  a  comparison  of  buyers'  returns  with  sellers  ,  or  used  by 
the  comniittee  unverified.  Of  the  five  exchanges  requiring  information 
from  their  members  only  one,  through  its  quotation  committee,  classes 
the  cotton,  the  sale  price  of  w^hich  contributes  to  the  determining 
of  the  quotation.  Two  exchanges  require  both  buyer  and  seller  to 
report  price  and  grade,  a  method  of  verification  not  satisfactory  in 
respect  to  determining  the  grade.  The  other  two  do  not  require 
members  to  report  grade  and  staple. 


(7)  The  quotations  of  differences  may  be  established  from  prices 
at  which  the  various  grades  are  reported  or  supposed  to  have  been 
sold,  or  determined  from  differences  reported  on  actual  sales  or  sup- 
posed to  be  prevailing;  and  by  either  a  regular  quotation  committee 
or  a  special  difference  revision  committee.  Only  two  exchanges  es- 
tablish the  differences  from  ascertained  prices  of  all  grades  sold, 
or  in  the  absence  of  sales  from  values  estabhshed  under  the  pre- 
scribed regulations.  i       i     •  ^ 

The  usual  practice  is  for  the  committee,  either  by  the  information 
it  casually  acquires  on  prevailing  differences,  or  by  special  canvass 
of  exchange  members  from  time  to  time,  to  continue  or  revise  dif- 
ferences as  conditions  seem  to  demand.  The  regulations  prescribed 
under  the  cotton  futures  act  would  appear  to  require  that  the  values  of 
all  grades  be  first  estabhshed,  by  actual  sales,  if  there  have  been 
such,  or,  if  not,  by  other  methods  prescribed  therein,  and  that 
differences  be  computed  from  these  values.  Only  one  exchange  has 
a  special  difference  revision  committee  whose  personnel  and  term 
of  office  differ  from  those  of  the  quotation  committee.  Differences 
in   the  other  exchanges  are  established    by  the  regular  quotation 

committee. 

(8)  Not  more  than  two  exchanges  appear,  from  reports  to  the 
commission,  to  follow  closely  the  regulations  in  the  making  of  quo- 
tations when  no  sales  of  a  particular  grade  or  of  any  grade  are  made. 
Since  in  so  many  markets  the  quotation  is  based  upon  an  estimate 
rather  than  upon  a  computation  made  from  the  prices  of  all  sales, 
the  absence  of  sales  appears  to  offer  no  great  obstacle  to  the  deter- 
mination of  a  quotation.  Differences  are  continued  in  the  usual 
w^av  until  challenged  and  shown  to  the  satisfaction  of  the  committee 
to  be  wrong,  the  revision  thus  coming  about  in  various  ways  and 
varying  degrees  of  promptness.  There  is  no  uniformity  of  procedure 
as  between  the  different  markets  in  establishing  a  quotation  for 
middling  in  the  absence  of  sales. 

Averaging  spot  market  differences. — ^In  view  of  the  great  differences 
as  between  markets  in  the  volume  of  sales  on  any  given  day,  and 
particularly  in  view  of  the  methods  used  in  making  quotations  in  the 
absence  of  any  sales,  there  is  a  question  whether  the  results  of  com- 
bining the  differences  for  the  several  exchanges  into  a  siniple  average 
to  be  used  as  a  difference  in  the  settlement  of  the  New  York  future 
contract  are  altogether  satisfactory.  WTien  no  sales  of  any  grades 
are  made  for  long  periods,  it  is  hardly  possible  to  arrive  at  a  reliable 
quotation  even  by  the  most  carefully  worked  out  methods,  and  to 
give  a  quotation  made  imder  such  conditions  equal  weight  with  that 
where  sales  are  large  seems  open  to  serious  question.  Quotations 
thus  made  must  frequently  be  unrepresentative  of  local  market  con- 
ditions, and  will  not,  therefore,  w-hen  combined  with  ciuotations  of 
other  markets,  give  a  perfect  average  of  the  market  conditions  of  the 
seyeral  designated  spot  markets."     On  the  other  hand,  if  quotations 

»»  Etc*pt  for  the  fact  that  when  the  testimony  below  was  given  standards  for  grodes  were  less  uniform 
In  The  various  cotton  markets  than  at  present,  and  therefore  quotations  were  less  likely  to  be  for  the  same 
thing,  the  criticism  of  the  method  then  proposed  for  finding  a  difference  correctly  applicable  to  the  New 
York  future  contract  from  the  average  of  differences  as  quoted  on  southern  spot  markets  still  has  force  as 
applied  to  present  methods:  .  x.     *  u       *    j  . 

''Mr  Hill  *  •  *  Also  under  this  head  of  ignorance  there  are  more  obsessions  about  how  to  deter- 
mine the  question  of  value  between  grades  than  any  other  one  thing  in  the  cotton  trade  Some  people 
believe  that  an  average  of  the  six  principal  points  in  the  South  would  determine  these  differences.  Such 
ft  IM-oposition  is  ridiculous.    As  a  matter  of  fact,  many  of  these  southern  points  will  quote  strict  good 
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based  on  actual  sales  and  truly  representative  of  the  several  spot  mar- 
kets could  be  assumed,  it  might  be  that  the  simple  average  of  the 
several  spot  market  differences  which  gives  equal  weight  to  the  values 
of  cotton  of  different  sections,  regardless  ol  quantities  sold,  would 
more  nearly  represent  the  New  York  spot  market  than  an  average 
weighted  according  to  volume  of  sales.  In  such  case,  and  that  the 
reliability  of  the  several  market  quotations  might  be  promoted,  the 
question  of  enlarging  the  number  of  designated  ^pot  markets  from 
whose  quotations  the  average  is  derived,  but  excluding  for  any  one 
day  the  quotation  for  any  market  whose  sales  on  spot  terms  or  on 
other  specified  terms  alike  for  all  markets  fall  below  a  stipulated 
quantity,  becomes  highly  important. 

In  some  markets  no  sales  occur  for  days  at  a  time.  In  the  crop 
year  of  1922-23  (see  table  below)  there  were  143  business  days  when 
Montgomery  made  no  sales,  and  211  business  days  when  no  sales  or 
sales  of  under  100  bales  were  made.  Savannah  in  the  same  year 
made  no  sales  on  73  days,  and  no  sales  or  sales  of  under  100  bales  on 
142  days.  At  the  other  extreme  was  Galveston,  with  sales  of  above 
100  bales  on  every  day  but  2,  when  none  occurred.  Other  years,  as 
will  be  seen  by  the  table,  show  even  greater  extremes. 

Table  21. — Number  of  business  days  showing  no  spot  sales,  and  spot  sales  of  under 
200  bales  (including  business  days  of  no  sales)  on  each  of  the  10  designated  spot 
markets,  by  years,  1915-16  to  1922-23 

NUMBER  OF  BUSINESS  DAYS  NO  SALES  WERE  REPORTED 


Market 

1915-16 

1916-17 

1917-18 

1918-19 

1919-20 

1920-21 

1921-22 

1922-23 

Total 

for  eight 
years 

Norfolk 

6 

4 

34 

61 

4 

2 

21 

24 

11 

»13 

16 

9 

106 

129 

5 

16 

24 

0 

3 

4 

50 

37 

69 

177 

4 
17 
11 
67 

2 

SI 
4 

78 

126 

2 

1 

18 
4 
1 

1 

46 

31 

123 

154 

5 

8 

12 

20 

4 

3 

48 

13 

103 

129 

2 

1 

33 

»82 

r 

8 
51 
79 

~ i" 

4 

72 
32 
73 
143 
11 
28 
87 
36 
10 
S 

806 

Augusta 

SaTannah 

138 

Montgomery 

New  Orleans 

Memphis 

637 

968 

33 

Little  Rock 

Dallas 

72 

210 

192 

31 

22 

Houston 

Galveston 

'*"""'""" 

ordinary  daUy,  Mid  not  sell  a  bale  of  it  for  a  month;  or  they  will  quote  strict  good  middling  dafly,  and  not 
sell  a  bale  of  it  for  four  months;  and,  in  addition  to  that,  if  these  differences  were  to  be  determined  by 
such  a  test,  It  would  not  be  hard  to  take  1,000  bales  in  any  one  of  these  markets  on  any  one  day  and 
widen  the  diflerences  one-half  cent  a  pound,  and  by  the  use  of  this  1,000  bales  fix  a  difference  of  50  000  at 
this  end.  ' 

"The  inexperienced  In  cotton  accept  blindly  the  ideas  that  Dallas,  Memphis,  and  Augusta  quotations 
of  the  value  of  such  grades  are  accurate;  that  they  are  a  chronicle  of  actual  transactions,  and  that  the 
differences  between  the  grades  are  conclusive.  Such  an  idea  is  preposterous.  It  is  even  questionable  if 
the  quoted  price  of  any  one  of  these  grades  is  published  correctly  sometimes. 

"Bill  seUs  Jim  a  horse.  It  is  reaUy  a  middUng  horse,  9  years  old.  Bill  comes  around  to  the  horse 
exchange  and  tells  the  committee.  'I  sold  that  10-year-old  bay  plug  for  $100.'  Jim,  in  turn,  steps  in  and 
says,  I  bought  a  /-year-old  a  few  minutes  ago  and  paid  $100  therefor.'  The  spot  committee  makes  a  guess 
and  establishes  a  quotation.  ri««>o 

"Suppose,  however,  the  price,  quantity,  and  grade  should  be  correctly  given  by  both  buyer  and  seller— 
an  impossible  supposition— even  then  it  would  require  a  graduate  in  higher  mathematics,  also  versed  in 
cotton,  to  get  the  algebraic  answer,  if  the  trades  were  made  in  two  different  markets."    (Pp  140-141 
Regulation  of  Cotton  Exchanges,  hearings  before  the  Committoe  on  Axricuitura.  House  of  Ranr^Bnta,! 
tives,  63d  Cong^  2d  sess.,  Apr.  22  to  26, 1914,)  *^  ^     ^^      »«*«iwui«- 


Table  2\.— Number  of  business  days  showing  no  spot  sales,  and  spot  sales  of  under 
100  bales  {including  btisiness  days  of  no  sales)  on  each  of  the  10  designated  spot 
markets,  by  years,  1916-16  to  1922-23— Continued 

NUMBER  OF  BUSINESS  DAYS  NO  SALES  AND  BALES  OF  LESS  THAN  100  BALES 
*^""^^  WERE  REPORTED 


Mark«t 


Norfolk 

Augusta 

Savannah 

Montgomery. 
New  Orleans. 

Memphis 

Little  Rock... 

Dallas , 

Houston ., 

Galveston.... 


1916-16     1916-17 


23 

19 
60 

181 
7 
12 
77 
37 
23 

>26 


83 

63 

135 

212 

8 

10 

62 

23 

16 

8 


1917-18 


116 
82 
96 

232 
17 
35 
46 
82 
IS 
« 


1918-19 


1919-20 


79 

35 

97 

213 

6 

4 

39 

6 

1 

• 


76 
81 
147 
226 
10 
20 
53 
39 

6 


1920-21 


82 

78 

149 

267 

12 

11 

49 

133 


1921-22     1922-23 


71 

117 

122 

217 

6 

2 

39 


I" 


128 

150 

142 

211 

37 

71 

113 

09 

34 

2 


Total 

for  eight 

yean 


658 
615 
947 
1,709 
102 
185 
477 


101 
53 


I  For  11  days  In  October  and  21  days  in  November  DaUas  made  no  report  at  all. 
I  Oalveeton  market  not  shown  until  August  16. 

The  data  from  which  the  table  above  is  compiled  show  sales  by 
days  and  by  months.  In  the  crop  year  of  1922-23,  in  each  of  four 
months  at  Montgomery  and  in  each  of  two  at  Little  Rock,  there  were 
no  sales  on  20  or  more  business  days.  During  the  whole  of  August, 
1920,  no  sales  were  made  at  Montgomery;  and  no  sales  at  Norfolk  on 
21  and  at  Savannah  on  19,  out  of  26  business  days,  while  New 
Orleans,  Dallas,  Houston,  and  Galveston  had  sales  on  every  busmess 
day  of  the  month.  The  great  variation  in  yearly  volume  of  sales  as 
between  the  different  markets  is  shown  in  Table  17« 
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Chapter  VII 
REVISION  OF  THE  GRADES  DELIVERABLE  ON  CONTRACT 

Section  1.  Sellers'  options  in  fntnre  contracts.        , 

Introduction.— Any  intelligent  consideration  of  the  question  of  the 
revision  of  the  grades  deliverable  on  contract  must  take  into  account 
tne  conditions  under  which  transactions  on  contract  and  in  the  spot 
market  are  consummated.  The  future  contract  is  a  basis  middling 
contract  under  which  the  seller  has  the  option  of  delivering  any  one 
or  more  of  the  various  deliverable  grades/  and  also  has  the  option 
as  to  the  day  of  the  delivery  month  when  he  will  tender  the  cotton 
In  contrast  to  this  situation  the  spot  cotton  sold  by  a  spot  merchant 
is  usually  m  lots  even  running  as  to  grade,  and  frequently  tlie  sale 
IS  for  prompt  delivery,  so  that  the  seller  has  practically  no  option 
as  to  the  grades  he  is  to  deliver  and  in  many  cases  less  option  as  to 
time  of  delivery  than  under  the  present  future  contract.  The  con- 
sequence is  that  ordinarily  a  basis  future  contract  maturing  in  a 
current  or  spot  month  will  sell  somewhat  under  the  price  of  even- 
running  middling  in  a  spot  market. 

Recommendations  of  the  Bureau  of  Corporations  unth  regard  to  the 
(Trade  option,— Before  the  passage  of  the  United  States  cotton  futures 
act  in  1914  there  were  two  general  classes  of  complaints  regardin*' 
the  character  of  the  future  contract,  one  directed  against  the  wide 
range  of  deliverable  grades  and  the  other  at  the  mixture  of  grades 
which  were  deliverable  under  the  terms  of  the  contract.'  The 
alleged  disadvantages  of  the  latter  were,  of  course,  accentuated  by 
the  wide  range  of  grades  deliverable  at  that  time  as  compared  with 
the  range  deliverable  since  the  passage  of  the  act. 

The  Bureau  of  Corporations  reported  that — 

the  privilege  enjoyed  by  the  seller  of  a  basis  future  contract,  *  ♦  ♦  of 
tendering  a  variety  of  grades  or  any  grade  instead  of  a  specific  grade  has  a  tend- 
ency to  depress  the  price  of  basis  middling  contracts  as  compared  with  the  orice 
of  middling  cotton  in  the  spot  market.' 

The  bureau  further  concluded  that  the  normal  discount  of  the  con- 
tract price  as  compared  with  the  spot  price  of  middling  arising  from 
the  option  of  the  seller  as  to  grades  deliverable  alone  amounted  to 
about  15  to  25  points.*     The  bureau  also  found  that — 

another  important  feature  of  basis  future  contracts,  and  one  which  also  tends  to 
depress  their  price  relatively  to  the  price  of  spot  middling,  is  that  ordinarily  only 
the  surplus  or  temporarily  undesirable  grades  of  cotton  are  tendered  on  themf* 

On  the  basis  of  its  inquiry  into  contract  grades  the  bureau  stated 
that — 

some  further  limitation  of  cotton  deliverable  on  contract  on  both  the  New 
York  and  New  Orleans  Cotton  Exchanges  is  eminently  desirable  *  *  *  ^jjg 
present  wide  range  of  deliverable  grades  tends  to  throw  an  undue  burden  upon 

*  See  Appendix  4. 

•  Report  of  the  Commissioner  of  Corporations  on  Cotton  Exchan(;es,  pt.  3,  p.  145. 

'  Report  of  the  Commissioner  of  Corporations  on  Cotton  £xchanges,  pt,  1,  pp.  97  and  OS. 
♦Ibid,  p.  98. 
•Ibid,  p.  98. 
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the  buyer  and  to  detract  from  the  legitimate  functions  of  future  trading.  It 
can  not  be  doubted  that  the  value  of  a  contract,  even  if  differences  are  properly 
established,  is  to  some  extent  impaired  by  permitting  the  delivery  of  a  very  wide 
range  of  grades  *  *  *.  It  can  not  be  doubted  that  the  elimination  of  some 
of  the  lowest  grades  of  cotton  deliverable  on  contrlict  *  *  *  would 
tend  *  *  *  to  maintain  a  more  nearly  proper  parity  between  the  spot 
price  of  middling  cotton  and  the  price  of  basis  middling  future  contracts.* 

After  considering  a  wide  variety  of  suggestions  for  changes  in  the 
grades  deliverable  on  contract  the  Bureau,  while  acknowledging  the 
merit  of  several  of  the  proposed  changes,  decided  that — 

the  most  practical  limitation  upon  the  range  of  contract  grades  thus  far  suggested 
appears  to  be  the  adoption  of  the  low  middling  clause  t  *  *  *  such  a  restric- 
tion of  the  delivery  would  unquestionably  make  the  contract  a  more  valuable 
one,  and  would  tend  to  prevent  an  accumulation  of  nondescript,  undesirable, 
low'  grade  cotton  in  any  market  where  it  might  become  a  menace  to  the 
contract  by  depressing  prices.* 

In  addition,  the  report  recommended  that  no  tinged  or  stained 
cotton  below  the  value  of  low  middling  white  should  be  deUverable. 

Attitude  of  trade  at  present— Bj  the  act  of  1914  and  the  amend- 
ment of  1919  these  recommendations  were  substantially  adopted. 
If  statements  made  by  the  trade  are  to  be  accepted  unqualifiedly 
these  laws  went  far  toward  correcting  trade  complaints  regarding 
deliverable  grades.  In  fact  this  legislation  is  so  favorably  regarded 
that  a  poll  of  the  trade  would  show  a  considerable  majority  against 
further  changes  in  the  deliverable  grades.  Unquestionably  many 
believe  specihcally  that  there  should  be  no  further  change.  Others 
are  considerably  *  influenced  by  the  fear  of  what  a  change  in  this 
respect  may  involve  in  other  respects.  Some  of  these  latter  would 
undoubtedly  like  to  see  the  deliverable  grades  changed,  provided 
they  felt  certain  that  changes  would  stop  there.  Another,  but 
smaller  section  of  the  trade,  is  frankly  in  favor  of  changes  in  the 
deliverable  grades.  But,  as  is  shown  in  this  chapter,  much  diversity 
of  opinion  exists  among  them  as  to  the  kind  of  changes  which  should 

be  made.  .  ^  j  ^      xi. 

Proposed  changes, — The  more  important  plans  suggested  tor  tlie 

revision  of  the  grades  deliverable  on  contract  are  as  follows: 

1.  Proposals  for  specific  grade  contracts. 

2.  Proposals  for  specific  group  grade  contracts. 

3.  Proposals  for  decreasing  the  range  of  deliverable  grades. 
4!  Proposals  for  increasing  the  range  of  deliverable  grades. 

6.  Proposals  for  restricting  the  number  of  grades  deliverable  in  a 
single  contract  but  without  restricting  the  range  of  grades  deliverable. 

Some  of  these  suggestions  date  from  a  period  prior  to  the  passage 
of  the  United  States  cotton  futures  act  and  practically  none  of  them 
is  new.  Several  were,  in  fact,  considered  in  some  detail  in  the 
Report  of  the  Bureau  of  Corporations  on  Cotton  Exchanges,  now 
some  15  years  old.  That  report  and  the  data  on  which  it  was  based 
have  therefore  been  extensively  used  in  the  discussion  of  these 
matters  in  the  present  report.  '     ,    . 

Besides  the  five  foregomg  classes  of  proposals  for  contract  revision 
there  are  many  miscellaneous  suggestions  as  to  revision,  which  are 
referred  to  in  this  chapter  but  not  discussed  in  detail. 

•  Report  of  the  Commissioner  of  Corporation  on  Cotton  Exchanges. 

»  Exclusion  from  contract  delivery  of  white  cotton  below  the  grade  of  low  middling. 

•  IWd,  pt.  3,  p.  208. 

98599t— S.  Doc,  100, 6»-l 12 
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Section  2.  Specific  contracts. 

In  general. — The  present  cotton  futures  act  provides  in  section  10 
for  the  future  dehvery  of  cotton  of  a  specific  grade  and  under  the 
terms  of  this  section  any  buyer  may  obtain  on  the  floor  of  an  exchange 
a  future  contract  for  100  bales  of  cotton  of  a  specie  grade,  provided 
only  he  can  find  some  one  who  will  sell  him  sucn  a  contract  at  a  price 
the  buyer  is  willing  to  pay.  So  far  as  the  conamission  has  ascertained 
only  one  contract  for  the  future  delivery  of  cotton  imder  this  section 
h«s  ever  been  made.  Inquiry  as  to  the  reason  for  this  nonuse  usually 
brings  the  answer  that  the  price  would  be  prohibitive.  The  alleged 
reason  for  this  situation  is  to  be  found  in  the  nature  and  character  of 
the  future  contract  and  the  purposes  for  which  it  is  used. 

The  basic  reason  for  the  existence  of  any  system  of  dealing  in 
futures,  so  it  is  asserted  by  the  trade,  is  its  use  as  a  hedging  facihty 
for  the  purpose  of  offsetting  the  speculative  risk  involved  m  the  han- 
dling of  the  specific  commodity  dealt  in  by  way  of  futures,  thereby, 
according  to  long  current  argument,  enabling  the  commodity  to  be 
handled  on  a  narrower  margm.  Whether  the  latter  always  follows 
or  not,  it  may  be  accepted  as  a  fact  that  all  other  arguments  in 
beh^  of  future  trading  combined  are  not  of  sufficient  weight  to  war- 
rant its  continuance,  if  it  were  not  for  the  hedging  facilities  alleged 
to  be  afforded  by  the  system.  Whether  this  is  a  sufficient  justifica- 
tion is  stOl  an  open  question. 

According  to  those  using  the  futures  market  for  hedging,  the  future 
contract  should  be  a  contract  designed  to  afford  protection,  or  a 
reduction  of  risk,  to  merchants  and  spinners  who  choose  to  take 
advantage  of  it.     For  purely  hedging  purposes,  however,  it  is  not  neces- 
sary that  either  the  seller  should  make  or  the  buyer  should  actually 
take  delivery  on  contracts.     The  hedger  seeks  compensation  for 
fluctuations  in  the  spot  market  by  placing  an  equal  quantity  of 
transactions  in  futures  on  the  opposite  side  of  the  market  from  his 
spot  operations  upon  the  theory  that  spot  and  future  prices  will  move 
up  and  down  together.     In  consequence  he  claims  tnat  his  purpose 
is  usually  served  by  the  closing  out  of  his  hedges  in  connection  \^4th 
his  spot  transactions,  thereby  avoiding  the  necessity  of  either  makin<y 
or  taking  defivery.     From  the  point  of  view  of  hedging  the  future 
contract  is  not  designed  for  the  primary  purpose  of  enabling  a  buyer 
to  procure  cotton.     On  the  other  hand,  to  be  legal,  the  contract 
must  contemplate  dehvery,  and  it  must  be  possible,  therefore,  for 
any  buyer  of  futures  to  compel  dehvery  by  some  seller.     Not  only 
is  this  true  but,  assuming  to  deal  with  this  matter  merely  upon  the 
basis  of  hedging  with  the  continuance  of  future  trading,  it  is  of  the 
greatest  importance  to  the  proper  functioning  of  the  futures  market 
that  dehvenes  can  be  so  easily  made  as  to  estabhsh  a  close  relation- 
ship between  the  futures  market  and  the  actual  commodity.     Accord- 
ing to  hedging  theorv  it  is  the  eventuahty  of  delivery  that  holds  the 
future  market  and  tne  spot  market  together,  and  no  stable  relation- 
ship between  the  two  can'  be  maintained  except  through  dehveries. 
Starting  from  the  basis  of  affording  hedging  facihties  it  is  evident 
that  the  fundamental  criterion  to  be  observed  in  any  revision  of  the 
grades  dehverable  on  contract  is  the  maintenance  of  a  stable  rela- 
tionship between  the  spot  and  future  markets,  so  that  hedgers  will 
not  suffer  loss  from  the  widely  fluctuating  difference  between  the 
spot  and  future.     It  is  from  tlus  point  of  view  that  all  propositions 
to  revise  or  change  the  grade  dehvery  rules  are  examined  by  tne  trade. 


Unsatisfactory  hedging  facility. — A  future  contract  for  a  specific 
grade  of  cotton,  such  as  could  be  made  under  the  terms  of  section  10, 
is  not  a  satisfactory  hedging  contract. 

Its  failure  as  a  hedging  contract  can  be  readily  explained.  If  the 
spread  between  the  spot  price  and  future  price  of  cotton  is  100  points 
when  the  dealer  buys  cotton  and  sells  his  hedge,  it  is  of  Uttle  or  no 
importance  to  him  whether  the  price  goes  up  or  down  so  long  as  this 
basis  relationship  of  100  points  between  spots  and  futures  does  not 
change  and  the  question  of  his  dehvering  does  not  arise.  No  matter 
what  the  price  fluctuations  may  be  the  dealer  is  protected  against  loss 
on  this  transaction  if  this  parity  of  100  points  is  maintained,  since 
when  the  spot  cotton  is  sold  the  gains  or  losses  on  the  spots  will  be 
exactly  balanced  by  the  losses  or  gains  on  the  futures  regardless  of 
whether  prices  have  advanced  or  declined.  On  the  other  hand,  if 
this  100-point  spread  or  basis  is  not  maintained,  the  hedging  dealer 
runs  the  chance  of  loss  or  gain  to  the  extent  that  the  futures  and  spots 
have  not  moved  together.  (Detailed  illustration  of  this  point  will  be 
found  on  p.  168.)  .     . 

Need  of  a  broad  market, — Complaints  as  to  the  functioning  of  the 
cotton  futures  market  show  that  the  cotton  trade  is  generally  agreed 
that  the  less  stable  or  less  constant  the  relationship  between  spot  and 
future  prices  the  greater  the  likelihood  of  profits  or  losses  and  the  less 
satisfactory  the  hedge  from  the  standpoint  of  protecting  the  hedger 
against  loss.  To  secure  even  comparative  stability  of  the  spot  future 
spread  or  "basis,"  the  hedger  claims  that  it  is  of  fundamental  im- 
portance that  the  volume  of  trading  shall  be  lai^e  enough  to  reduce 
the  extent  of  price  fluctuations  and  also  to  render  more  difficult  the 
narrowing  or  widening  of  this  spread  by  the  manipulation  of  large 
operators  for  tlieir  own  purposes.  The  larger  the  volume  of  trading 
and  the  more  subdivided  between  separate  and  independent  traders 
the  narrower,  it  is  claimed,  will  be  the  range  of  price  fluctuation  and 
the  more  difficult  for  manipulative  operations  to  disturb  the  basis, 
always  assuming  that  the  quality  of  the  trading  •  is  the  same  and  that 
the  trading  occurs  under  similar  conditions. 

To  adopt  a  form  of  future  contract  calling  for  the  dehvery  of  a 
specific  grade  would,  if  future  trading  survived,  divide  the  volume  of 
trading  among  a  variety  of  contracts  and  would  render  fluctuations 
in  the  price  of  each  specific  grade  contract  more  extreme  than  imder 
the  present  form  of  contract. 

Nloreover,  since  the  available  supply  of  certain  grades  would 
doubtless  be  small,  the  opportunity  for  cornering  and  squeezing  ^® 
these  grades  would  be  greatly  increased  and  thereby  the  risk  and 
danger  of  heavy  losses  to  sellers  of  contracts." 

As  between  different  crop  years  this  danger  would  be  greatly  accen- 
tuated by  the  uncertainty  which  always  obtains  as  to  the  supply  of 

•  A  riven  volume  of  future  trading  may  aflect  the  market  very  differently  depending  upon  whether  it  is 
hedging  or  speculation,  and  if  the  latter,  depending  upon  whether  it  is  speculation  by  an  expert  speculator 

or  by  an  ignorant  gambler.  ^.      ^^  ^,       ,  ,  .    .     *,•«„:  i:*« 

»  A  squeeie  is  the  relative  heightening  of  the  near  month  operation  that  involves  an  element  of  artiflciaUty 
in  its  price  (to  be  determined  by  comparison  with  what  the  trade  legitimately  expects) .  A  corner  is 
the  same  sort  of  thing  driven  to  such  a  further  extreme  by  a  concentrated  long  mterest  that  the  shorts  are 
eomnelled  to  close  their  contracts  on  terms  that  are  In  effect  dictated  by  the  cornermg  interests. 


their  partii 
spedflccoi 
Corporatioiu  on  Cotton  Exchanges,  pt.  3,  p.  174. 
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particular  grades  in  any  new  crop.     As  was  pointed  out  in  the  report 
of  the  Bureau  of  Corporations: 

Whereas,  in  ftie  summer  conditions  might  be  almost  ideal  for  a  yield  of  very 
high  grades,  the  quantity  of  such  grades  in  the  final  harvest  might  be  reduced 
to  msignificant  proportions  as  the  result  ♦  *  ♦  of  exceptionally  early  and 
heavy  frosts." 

These  risks  which  the  seller  of  the  specifio-grade  contract  must 
assume  would  almost  certainly  result,  it  is  claimed,  in  decreasing 
further  the  number  of  those  wiUing  to  sell  such  a  contract  and  in 
greatly  increasing  the  price  at  which  the  remaining  sellers  would  be 
wiihng  to  sell.  Future  prices,  therefore,  would  fluctuate  more  vio- 
lently. Instabihty  of  futures  involves  more  or  less  instability  of  the 
spot  future  spread. 

Futures  market  not  ordinarily  a  means  of  obtaining  cotton. — Various 
arguments  have  been  advanced  for  the  specific  contract  based  upon 
the  theorj  that  the  buyer  should  be  able  to  obtain  on  delivery  the 
thmg  whjch  he  buys  and  not  a  substitute  therefor.  This  theory  is 
reasonable  enough,  but  it  is  based  upon  the  idea  that  the  futures 
market  should  ordinarily  function  as  a  means  of  obtaining  cotton. 
As  has  been  pointed  out,  the  future  contract  must  contemplate 
dehvery,  and  it  is  also  desirable  that  deliveries  should  be  made. 
From  the  hedger's  point  of  view  it  is  not  important  that  the  futures 
market  provide  a  means  of  obtaining  cotton.  It  is  desirable,  however, 
from  this  standpoint,  that  dehveries  be  made  to  a  sufficient  extent 
closely  to  relate  the  spot  and  futures  markets  and  thus  estabhsh  or 
maintain  the  stabihty  of  the  spot  future  spread  or  basis.  In  other 
words,  it  is  of  importance  to  the  functioning  of  the  hedging  market 
that  deliveries  be  made,  even  though  this  is  not  the  end  s*ought  so 
far  as  hedging  is  concerned.  Furthermore,  it  should  be  pointed  out 
that  the  requirements  of  numerous  buyers  of  futures,  particularly 
mills,  could  not  and  would  not  be  satisfied  by  a  specific  grade  con- 
tract. To  the  spinner  the  length  of  staple  of  the  cotton  is  equally 
or  more  important  than  the  grade,  since  his  machinery  will  spin  only 
certain  staples  without  resetting.  In  addition,  character  is  also  of 
the  greatest  importance  to  the  spinner;  that  is,  the  quality  of  the 
staple,  whether  strong  or  weak,  hard  or  soft,  and  hke  factors,  affect 
the  decision  of  the  spinner  in  buying. 

It  is  asserted  that  to  adopt  a  future  contract  which  would  take 
account  of  all  these  further  variations,  as  well  as  of  the  differences  in 
grades,  would  simply  accentuate  the  possibilities  of  violent  fluctua- 
tions in  the  spot  future  spread. 

Section  3.  The  group  grade  contract. 

One  of  the  more  recent  plans  for  a  change  in  the  grades  deliverable 
on  contract  would  classify  the  grades  now  deliverable  on  future  con- 
tracts into  three  groups,  as  follows: 

Class  A,  which  shall  include  only  middling  fair,  strict  good  mid- 
dling, good  middling,  and  strict  middling  grades. 

Class  B,  which  shall  include  only  strict  middling,  middling,  strict 
low  middling,  and  good  middling  yellow  tinged  grades. 

Class  C,  which  shall  include  only  strict  low  middling,  low  middling 
strict  middlmg  yellow  tinged,  and  good  middling  yellow  stained 
grades. 


»  Report  of  the  Commissioner  of  Corporations  on  Cotton  Exchneges,  pt.  3,  p.  174. 


The  contract  must  specify  one  of  the  three  classes  to  which  alone 
the  contract  may  apply,  ana  in  the  absence  of  such  specification  class 
B  must  be  understood  as  the  class  covered  by  the  contract.  There 
must  also  be  specified  in  the  contract  the  grade  to  be  used  as  a  basis  in 
the  settlement  for  any  grades  other  than  the  basis  which  may  be 
delivered,  and  in  the  absence  of  such  specifying  of  the  basis  grade 
there  is  specified  by  the  plan  such  a  grade  for  each  class. 

The  plan  would  also  require  that  at  least  one-third  of  the  contract 
be  delivered  in  the  basis  grade,  and  that  the  remainder  of  the  contract 
be  delivered  in  any  one  of  the  four  grades  of  the  class  in  which  the 
trade  is  made.^' 

There  are  some  spinners  who  favor  the  threefold  plan  described. 
Thus  a  North  Carolma  mill  approves  the  plan  for  the  reason  that  it 
would  enable  a  man  buying  a  New  York  contract  to  know,  in  the  first 
place,  about  what  grade  of  cotton  he  is  going  to  get,  and  to  select,  in 
the  second  place,  tne  class  of  contract  which  contains  those  grades  of 
cotton  which  best  suit  the  grade  of  goods  into  which  they  are  to  be 
woven.     Another  North  Carolina  spinner  writes: 

I  *  *  *  am  of  the  opinion  that  it  should  be  enacted  into  law  ♦  *  *  it 
seems  to  me  that  it  would  certainly  be  better  to  know  that  we  could  demand 
delivery  of  usable  cotton  under  the  contract. 

To  the  same  effect  is  the  statement  of  a  Greorgia  spinning  interest : 

It  has  been  our  experience  in  the  few  times  that  we  have  tried  to  operate  on  the 
cotton  futures  [market]  that  contracts  are  all  written  in  favor  of  the  seller. 
We  should  not  be  interested  in  cotton  futures  until  we  can  buy  and  demand 
delivery  of  the  grade  of  cotton  that  we  require  to  run  our  mill. 

The  proposed  amendment  to  the  bill  seems  to  be  a  step  in  the  direction  of 
enabling  buyers  to  get  specific  grades  on  delivery  of  contracts,  and  to  this  extent 
wo  are  in  favor  of  the  amendment. 

These  opinions,  it  is  obvious,  are  based  upon  the  theory  that  the 
futures  market  should  serve  the  spinner  as  a  means  of  obtaimng  cotton. 

The  majority  of  the  spinners  canvassed,  however,  with  reference 
to  this  threefold  group  grade  contract,  are  clearly  of  the  opinion  that 
the  futures  market  should  not  be  regarded  as  a  means  of  obtaining 
cotton  but  rather  as  a  facility  for  hedging  the  transactions  of  mer- 
chants and  spinners. 

One  of  the  largest  northern  spinning  interests  says: 

Our  use  of  futures  is  entirely  for  the  purpose  of  hedging  cotton  purchases 
when  we  find  it  necessary  to  buy  any  large  amounts  of  the  particular  kind  of 
cotton  our  work  may  require  at  a  time  when  we  are  not  able  to  sell  goods  ahead 
in  quantity.  This  is  the  normal  position  in  which  we  find  ourselves  with  short 
hedges  against  our  purchases  of  raw  material  from  the  south.     There  are,  of 

B  A  form  of  contract  similar  to  this  was  proposed  for  the  New  York  Cotton  Exchange  as  early  as  1893  and 
a  committee  appointed  to  consider  it.  Nothing  ever  came  of  it.  At  a  meeting  of  the  board  held  Dec.  7, 
1898,  the  chair  reported  in  part,  as  follows: 

'■  At  the  time  that  it  was  considered  inexpedient  to  make  any  acknowledgment  that  our  contract  was  not 
all  that  it  should  be,  a  suggestion  was  brought  forward,  but  met  with  no  serious  consideration  for  the  reason 
that  the  time  for  such  action  was  not  deemed  propitious.  This  suggestion  looked  to  the  inauguration  of  a 
system  of  trading  in  what  should  be  known  as  '  Specific  Contracts'    *    *    *. 

"  Without  poing  into  any  extended  detail  *  •  •  I  would  suggest  that  in  addition  to  the  contract  in 
which  transactions  are  now  made  there  be  adopted  one  that  shall  be  known  as  the  'Liverpool  contract,' 
which  sh:\ll  permit  of  the  delivery  of  cotton  on  the  basis  of  Middling,  with  nothing  below  Low  Middling 
and  m  all  the  other  conditions  to  correspond  with  those  now  governing  our  present  contract.  That  another 
contract,  to  be  known  as  the  'Middling  contract,'  should  provide  for  a  delivery  on  the  basis  of  Middling, 
with  nothing  below  Strict  Low  Middling  and  nothing  above  Strict  Middling,  with  the  proviso  that  there 
should  be  no  more  than  5  per  cent  of  the  contract  outside  of  these  restrictions,  but  not  further  removed  than 
Good  Middling  or  Low  Middling,  tliat  such  5  per  cent  should  not  invalidate  the  delivery;  and  a  third  con- 
tract to  he  known  as  the  'Good  Middling  contract'  which  should  contemplate  the  delivery  of  cotton  on  a 
basis  of  Good  Middling,  with  nothing  above  Strict  Good  Middling  and  nothing  below  Strict  Middling, 
with  the  proviso  that  there  should  be  no  more  than  5  per  cent  of  the  contract  outside  of  these  restrictions, 
but  not  further  removed  than  Middling  Fair  or  Middling,  that  such  5  per  ceot  should  not  invalidate  the 
delivery." 
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course,  occasions  when  we  use  the  hedge  on  the  long  side,  as  for  instance,  selling 
goods  ahead  and  not  being  able  to  cover  immediately  with  the  quality  of  cotton 
required.  ' 

From  our  own  points  of  view,  therefore,  it  is  apparent  that  our  chief  require- 
ments of  the  futures  markets  are  that  they  be  as  nearly  as  possible  a  proper 
hedge  for  spot  cotton.  This,  we  beheve,  is  also  what  the  whole  of  the  legitimate 
cotton  trade  needs. 

To  the  same  general  effect  is  the  following -atatement  of  a  Georgia 
mill:  ^ 

It  may  be  argued  that  on  the  present  contract,  the  spinner  may  not  hedge 
with  a  view  of  securing  his  actual  requirements  by  delivery  of  his  contract,  but 
that  IS  not  intended.  For  a  southern  spinner  to  buy  a  contract  in  New  York 
and  expect  to  take  up  the  cotton,  would  be  absurd  on  its  face  involving  as  it 
^u  u  *^°  ®^*^  freight  charges  together  with  all  the  cost  of  contract  delivery. 
All  the  spinner  wants  is  assurance  that  he  could,  under  his  hedge,  buy  his  cotton 
at  about  the  basis  of  his  contract. 

Most  of  the  opposition  to  the  plan  under  discussion  is  based  upon 
the  foregoing  argimient,  that  is,  that  the  primary  essential  of  the 
future  contract  is  that  it  shall  facilitate  hedging  and  that  the  proposed 
plan  will  injure  such  facilities,  if  it  does  not  destroy  them. 

Considering  the  niore  concrete  objections  to  the  proposed  amend- 
ment, it  is  asserted  in  the  first  place  that  it  would  restrict  or  narrow 
the  market  and  the  opportunity  for  hed^ng.  "At  the  present 
time,"  says  a  very  large  and  important  mill,  ''we  use  the  cotton 
exchange  for  hedging  purposes  only,  and  if  we  should  buy  a  Tlass  A' 
contract  we  might  not  be  able  to  find  a  purchaser  so  easily  for  this 
contract."  "In  other  words,  the  employment  of  such  a  contract 
would  make  it,"  quoting  another  mill,  "exceedingly  difficult,  if  not 
impossible,  at  times  to  execute  orders  by  reason  of  there  being  no 
buyers  or  no  sellers  except  at  a  very  wide  variation  in  price."  "  Con- 
sequently," says  still  another  mill,  "such  an  amendment  would 
very  decidedly  have  the  effect  of  restricting  the  market  for  contracts 
which  would  cause  wider  fluctuations  and  correspondingly  reduce 
the  value  of  the  exchange  for  hedging  purposes." 

The  difficulty  of  hedging  under  this  type  of  contract  would,  it  is 
said,  be  greatly  accentuated  by  variations  in  the  relative  value  of 
the  different  grades.  "A  mill  might  hedge  a  sale  of  goods  by  the 
purchase  of  say,  for  purpose  of  illustration,  a  'Class  A'  contract,  and 
later,  on  account  of  there  being  a  scarcity  of  cotton  covered  by  'Class 
A'  contract,  the  premiimi  on  spots  would  advance  to  such  a  point 
that  the  value  of  the  hedge  would  be  entirely  destroyed." 

In  the  second  place,  the  group  ^rade  contract  would,  it  is  claimed, 
also  result  in  speculation  and  manipulation  thereby  further  decreasing 
the  possibility  of  its  satisfactory  employment  for  hedging  purposes. 
One  of  the  largest  Northern  mill  interests  writes : 

There  is  no  question  but  what  it  would  lead  to  speculation  in  "straddles" 
between  Class  A,  Class  B,  and  Class  C  contracts.  Tlie  result  of  this,  it  seems 
to  us,  would  be  almost  sure  to  throw  the  grades  deliverable  in  each  of  these 
various  classes  out  of  line  with  one  another.  In  other  words,  there  would  be 
further  complication  in  this  respect  since,  owing  to  speculation,  cotton  in  the 
different  classes  would  be  selling  at  dififerences  not  warranted  by  the  supply  of 
such  given  cottons  and  the  trade  demand  for  them.  There  is  a  great  deal  of 
speculation  and  manipulation  through  straddles  between  different  months  and 
different  futures  markets.  This,  however,  does  not  throw  out  of  line  the  proper 
differences  in  grades,  whereas  the  proposed  amendment  would  undoubtealy 
have  this  tendency. 


In  this  connection,  a  Georgia  mill  expresses  the  following  opinion 
of  the  amendment: 

This  amendment,  in  my  opinion,  would  tend  to  work  a  hardship  at  times  upon 
the  sellers  and  again  upon  the  purchasers  of  cotton,  tis  at  certain  seasons  of  the 
year  there  would  be  a  scarcity  of  perhaps  one  grade  and  at  another  time  a  scarcity 
of  another  grade,  whereas  at  that  very  time  there  might  be  outstanding  an  exces- 
sive number  of  contracts  for  that  particular  grade,  thus  bringing  about  a  corner, 
or  if  the  condition  were  reversed,  unnecessarily  depressing  the  price  of  cotton. 

A  third  objection  raised  by  the  manufacturers  is  that  neither  the 
A,  the  B,  nor  the  C  contract  "specify  exactly  what  we  use,  conse- 
quently we  would  not  call  for  the  delivery  of  the  cotton.^' 

To  sum  up,  therefore,  the  great  majority  of  the  mills  do  not  believe 
that  the  adoption  of  the  proposed  group  grade  contract  would  increase 
the  quantity  of  cotton  taken  by  them  on  future  contracts,  while  they 
think  there  is  danger  that  if  this  form  of  contract  be  adopted,  the 
futures  market  will  function  less  satisfactorily  as  a  hedging  facility 
than  at  present. 

That  such  a  contract  would  increase  the  price  of  the  future  is 
generally  believed  in  the  trade.  It  has  been  assumed  by  some  that 
such  a  contract  would  increase  the  price  of  spot  cotton  to  the  pro- 
ducer. This,  however,  does  not  seem  to  have  been  demonstrated.  It 
is  contended  that  through  the  hedging  facilities  of  the  futures  market 
the  dealer  is  able  to  reduce  the  merchandising  risk  of  his  business, 
and  that  this  decreased  risk  would  in  turn  enable  him  to  conduct  his 
operations  at  a  less  expense  and  so  to  pay  a  higher  price  to  the 
producer.  If  this  argument  is  correct,  the  group  grade  contract 
under  discussion  would  lower  rather  than  raise  prices  to  the  pro- 
ducer by  increasing  the  risk  and  expense  of  hedging. 

Section  4.  Discouiits. 

Short  of  the  abolition  of  future  trading  any  attempt  to  ameliorate 
market  conditions  through  the  revision  of  the  future  contract  should 
be  made  upon  the  basis  of  improving  the  hedging  market  rather  than 
upon  the  theory  of  rendering  it  more  practicable  for  spinners  to  obtain 
cotton  by  way  of  dehvery  on  future  contracts.  Revision,  therefore, 
should  be  considered  primarily  from  the  point  of  view  of  the  relation- 
ship of  the  spot  and  futures  markets  with  reference  to  hedging  facili- 
ties. 

As  has  already  been  pointed  out,  the  important  consideration  for 
the  purposes  of  hedging  is  the  maintenance  of  a  constant  relation- 
ship **  between  the  spot  and  the  future,  and  it  is  the  failure  of  these 
prices  to  maintain  parity  that  destroys  the  safety  of  the  hed^e. 
During  the  life  of  any  option,  however,  the  spot-future  spread  may  be 
expected  to  change  owing  to  the  fact  that,  in  the  delivery  month, 
spot  and  future  prices  must  come  together,  or  at  least  approximately 
so.  In  consequence,  it  follows  that  perfect  stability  oi  the  spread 
between  spots  and  futures  is  practically  impossible. 

Because  of  the  fact  that  the  spot  and  future  must  approximately 
equal  each  other  in  the  delivery  month,  it  can  be  easily  demonstrated 
that  hedge  sales  of  futures  made  at  discounts  under  spots  constitute 
a  much  less  satisfactory  hedging  basis  than  do  hedging  sales  of  futures 
made  at  a  premium  over  spots. 

i«  The  earrying  charge  in  the  sense  of  either  actual  cost  of  carrying  or  a  premium  on  the  future  is  dis- 
regarded in  this  discussion. 
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The  four  hvpothetical  cases  given  below  will  serve  to  demonstrate 
this  point.  The  first  case  assumes  the  sale  of  a  future  at  a  discount 
under  the  spot  price  at  which  middling  cotton  is  purchased  with 
jwioes  of  spots  and  futures  coming  together  at  a  higter  level  in  the 
dehvery  month;  the  second,  the  sale  of  a  future  at  a  discount  under 
the  spot  price  at  which  middling  cotton  is  purchased  with  prices  of 
spots  and  futures  coming  together  at  a  lower  level  in  the  delivery 
month;  the  third,  the  sale  of  a  future  at  a  piemium  over  the  spot 
price  at  which  middling  cotton  is  purchased  wnth  prices  of  spots  and 
futures  coming  together  at  a  higher  level  in  the  delivery  month;  and 
the  fourth,  the  sale  of  a  future  at  a  premium  over  the  spot  price  at 
which  middling  cotton  is  purchased  with  the  prices  of  spots  and 
futures  coming  together  at  a  lower  level  in  the  oelivery  month: 

Case  1 :  Future  sold  at  a  discount  under  the  price  at  which  middling  cotton 
IS  bought  with  spot  and  future  coming  together  at  a  higher  level  in  the  delivery 
month.  Bought  middling  cotton  in  December,  30  cents;  sold  Mav  future  2*9 
cents;  m  May,  both  spot  and  future  sell  at  33  cents;  profit  on  spots.  3  cents- 
loss  on  repurchase  of  May  future,  4  cents;  net  loss,  1  cent.  ' 

Case  2:  Same,  but  with  spot  and  future  coming  together  at  a  lower  level  in 
the  dehvery  month.  Bought  middling  cotton  in  December,  30  cents;  sold  Mav 
future  at  29  cents;  in  May,  both  spot  and  future  sell  at  27  cents;  profit  on  reour- 
chase  of  May  future,  2  cents;  loss  on  spots,  3  cents;  net  loss,  1  cent. 

Case  3:  Future  sold  at  a  premium  over  price  at  which  middling  cotton  is  bouirht 
with  spot  and  future  coming  together  at  a  higher  level  in  delivery  month  Boueht 
spot  cotton  m  December  at  30  cents;  sold  May  future  at  31  cents;  in  May  both 
spot  and  future  sell  at  33  cents;  profit  on  spots,  3  cents;  loss  on  futures  2  cents- 
net  profit,  1  cent.  ' 

Case  4:  Same,  but  with  spot  and  future  coming  together  at  a  lower  level  in  the 
delivery  month.  Bought  spot  cotton  in  December  at  30  cents;  sold  May  future 
at  31  cents;  in  May,  both  spot  and  future  sell  at  27  cents;  losses  on  soots  3 
cents;  profit  on  futures,  4  cents;  net  profit  1  cent. 

In  this  connection  the  following  statement  of  a  prominent  New 
England  manufacturer  is  of  interest: 

Q.  How  do  discounts  of  futures  under  spots  affect  your  hedging  policy?— A 
That  IS  easy.     Discounts  of  futures  under  spots  make  hedging  very  hard 

Au^^^-i^  that?— A.  Because  if  your  futures  are  under  spots  and  you  want  to 
Bell  them,  if  you  are  buymg  cotton  and  selling  futures,  if  your  futures  are  alwavs 
under  spots,  they  come  up  each  month,  so  you  always  lose  money  on  your  hedge. 

Despite  this  statement  it  should  not,  of  course,  be  inferred  that  the 
dealer  who  hedges  at  a  discount  must  necessarily  lose.  This  would 
be  far  mdeed  from  the  truth.  In  the  first  place,  spots  and  futures  do 
not  come  exactly  together  in  the  delivery  month  and  the  foreijohae 
discussion  presumes  that  they  do.  Owing  at  least  in  part  to  thi 
seller's  option  features  of  cotton  future  contracts,  future  prices  in  the 
delivery  month  are  consistently  at  a  discount  under  spot  prices 
local  to  the  futures  market.  If  this  discount  by  any  chance  proves 
to  be  greater  than  the  discount  at  which  the  hedge  has  been  placed 
origmally  the  dealer  will,  of  course,  make  a  profit  on  his  operation 
even  though  he  has  carried  the  hedge  into  the  delivery  month.  This 
appears  from  the  following  example : 

Assume  that  a  cotton  merchant  purchases  spot  cotton  in  October, 
1922,  at  22.05  cents  per  pound,  the  average  price  of  New  Orleans 
spots  for  that  month,  and  hedges  it  at  the  average  price  of  December 
futures  in  October  at  New  Orleans  or  21.68  cents.  In  this  case  he  has 
hedged  at  a  discount  of  37  points.  Having  executed  such  transactions 
he  could  have  carried  this  cotton  into  the  delivery  month  without 
loss  in  this  particular  case  because  the  discount  of  the  December 


future  under  spots  widened  in  the  delivery  month  from  37  to  60 
points.  New  Orleans  spots  advanced  from  an  average  price  of  22.05 
cents  in  October  to  an  average  price  of  25.48  cents  in  December,  or 
343  points,  but  the  average  price  of  December  futures  advanced 
from  21.68  cents  in  October  to  24.88  cents  in  December,  or  only  320 
points.  While  the  dealer  could  presumably  have  sold  his  spots  at 
an  advance  of  3.43  cents  over  the  price  at  which  he  pm-chased  them 
in  October,  he  could  have  repurchased  his  future  at  only  3.20  cents 
more  than  he  sold  it  for.  His  profit  on  the  whole  transduction  would 
have  amounted  to  23  points  or  $1.15  per  bale.  Allowing,  say,  half 
of  this  for  storage  and  other  charges  involved  in  carrying  the  cotton 
from  October  to  December,  it  appears  that  in  this  case  a  dealer  would 
have  made  a  profit  even  though  he  hedged  at  a  discount  and  carried 
his  future  into  the  delivery  month,  because  the  discount  widened 
instead  of  narrowing  in  that  month.^*^ 

Again,  it  is  entirely  possible  that  during  much  of  the  time  between 
the  placing  of  the  hedge  and  the  delivery  month  the  discount  on  the 
futures  will  be  sufficiently  wide  so  that  the  dealer  can  sell  out  his 
spot  cotton  and  buy  back  his  futures  at  a  good  profit  on  the  entire 
transaction.     Discounts  on  the  futures,  therefore,  do  not  prevent 
hedging  but  only  render  it  more  hazardous  in  that  the  tendency  of 
the  spot  and  future  to  come  together  is  a  force  always  working  against 
the  dealer  who  has  sold  his  hedges  at  a  discount,  instead  of  m  his 
favor,  as  is  the  case  where  the  hedges  have  been  sold  at  a  premium. 
And  this  remains  true  regardless  of  the  fact  that  a  change  in  the  basis 
either  in  or  before  the  delivery  month  may,  and  frequently  does, 
enable  the  dealer  with  his  hedges  sold  at  a  discount  to  come  out  of 
the  transaction  with  a  profit.     When  hedges  can  be  sold  at  a  premium 
over  the  spot  on  the  contrary  this  basis  risk  is  largely  eliminated 
since  the  dealer  can  deliver  on  his  contract  as  a  last  resort  without 
appreciable  loss.     While,  therefore,  the  spot  future  spread  may  have 
changed  to  such  an  extent  that  he  makes  Uttle  or  no  profit,  the  fact 
remains  that  the  dealer's  loss  can  not  amount  to  more  than  a  frac- 
tion of  the  carrying  charge,  the  premium  on  the  future  at  the  time 
of  its  sale  covering  either  the  whole  or  a  part  of  such  charge.     In 
addition,  the  dealer  with  hedges  sold  at  a  premium  has  a  better 
opportunity  to  profit  from  a  change  in  the  basis  than  has  the  dealer 
with  his  hedges  sold  at  a  discount.     Any  narrowing  of  the  spot 
future  spread  with  hedges  sold  at  a  premium  will  result  m  profit  m 
this  case,  whereas  if  the  hedge  is  sold  at  a  discoimt  the  profit  will 
come  only  from  the  widening  of  the  discount.     Since  the  tendency 
is  for  the  spot  future  spread  to  narrow  rather  than  widen  on  account 
of  the  relationship  of  spots  and  futures  in  the  delivery  month  the 
situation  of  the  seller  ol  hedges  at  a  premium  is  on  the  whole  de- 
cidedly more  favorable  than  is  that  of  the  seller  of  hedges  at  a  discount. 
The  necessity  of  making  hedging  sales  at  a  discount  is  in  part  de- 
pendent upon  the  relation  of  the  near  and  distant  futures.     As  has 
been  pointed  out  the  future  is  normally  at  a  discount  under  the  spot 
in  the  dehvery  month  largely  on  account  of  the  seller's  option  features 
of  the  future  contract.     In  the  absence  of  a  ''  squeeze  "  or  congestion 
therefore,  the  price  for  a  shortly  maturing  future  month  might  \^ell 

»6  The  averages  used  In  this  illustration  are  not  based  upon  identical  days,  but  are  the  averages  for  the 
entire  month  Trading  in  futures  in  the  delivery  month  does  not  include  the  last  five  busmess  days  of 
the  month  and  the  averages  ought,  strictly  speaking,  to  be  based  on  correspondmg  days. 
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be  expected  to  show  a  discount  under  the  spot  price ;  but  as  a  northern 
spinner  points  out  '4t  costs  something  to  carry  cotton.  It  stands 
to  reason  that  July  ought  to  cost  more  than  December.  All  the 
carrying  charges  are  charged  against  it."  A  New  England  manu- 
facturer writes,  in  November,  1922:  ''If  you  have  been  watching  the 
cotton  futures  lately,  you  will  note  that  December,  now  the  nearest 
active  month  since  October  has  gone  out,  is-selling  at  a  premium  of 
42  points  over  March  and  62  points  over  May,  whereas  legitimately 
the  farther  months  ought  to  be  seJling  at  a  premium  on  the  near-by 
months  in  order  to  carry  the  carrying  charges.'^ 

According  to  this  carrying-charge  theory  the  price  of  the  December 
future  in,  say  September,  should  be  somewhat  higher  than  the  price 
of  the  October  future,  the  price  of  the  January  higher  than  the 
December,  of  March  higher  than  January,  and  so  on,  rather  than 
the  reverse  of  the  foregoing.  Under  the  former  conditions  a  buyer 
of  spot  cotton  in  September  might  be  obhged  to  hedge  at  a  lower 
price  than  he  paid  for  his  spots  if  he  sold  October  futures  in  Sep- 
tember, but  the  presence  of  the  carrying  charge  would  enable  him  to 
hedge  in  a  later  month  either  at  a  less  discount  or  at  a  premium.  If, 
however,  the  reverse  is  the  case,  and  in  addition  to  the  discounts  of 
the  immediate  future  under  spots  each  of  the  later  futures  is  at  a  dis- 
count under  the  preceding  future,  a  seUing  hedge  must  be  placed  at 
a  discount,  no  matter  what  particular  deUvery  month  is  selected. 

This  accentuates  the  difficulties  of  the  he(ke  seller.  If  he  sells  the 
near  month  the  spot  future  spread  will  probably  narrow,  while  the 
fact  that  the  more  distant  futures  are  at  a  discount  will  frequently 
preclude  the  subsequent  transfer  of  hedges  except  at  a  loes.  ''  If,  for 
mstance,"  remarks  a  New  England  manufacturer,  "we  have  Decem- 
ber futures  sold  as  a  hedge  and  are  not  ready  to  close  our  hedges  out 
when  December  coipes  and  wish  to  transfer  into,  say,  March,  we 
suffer  a  loss  imless  March  is  at  a  premium  over  December." 

In  addition,  the  hedger  is  confronted  with  the  more  or  less  prevalent 
danger  of  squeezes  in  the  near  positions,  which  may  force  him  to  buy 
back  his  futm-e  at  a  higher  price  than  would  be  the  case  under  the 
existence  of  a  more  normal  condition  in  or  just  before  the  deUvery 
month.  Under  such  conditions  the  dealer,  if  he  desires  to  sell  the 
hedge,  can  be  expected  to  sell  the  distant  positions,  even  though  in 
such  a  case  the  discount  at  which  he  places  the  hedge  imder  the  price 
at  which  he  has  purchased  his  spot  cotton  will  be  greater.  With  the 
more  distant  months  sold  there  is  less  likelihood  of  an  early  narrowing 
of  the  spot  future  spread  on  account  of  the  approach  of  delivery, 
because  the  maturity  of  the  option  is  too  far  distant.  The  dealer 
largely  eliminates  his  risk  of  being  caught  in  a  ''squeeze,"  provided 
he  does  not  allow  his  hedge  to  remain  m  too  long.  Given  a  longer 
period  of  time  before  the  maturity  of  the  option  there  is  a  greater 
opportunity  for  discounts  to  widen. 

This  situation  also  affords  more  time  for  development  of  straddle 
or  spreading  operations  between  months  or  markets,  designed  to 
obtain  incidental  profits,  or  to  offset  possible  losses  from  nedging 
operations  proper.  It  is  possible,  if  not  probable,  that  these  latter 
operations  (which  frequently  are  undertaken  because  a  reasonably 
safe  hedge  can  not  be  obtained),  are  a  factor  contributing  to  unsatis- 
factorv  hedging  conditions  since  they  may  force  futures  out  of  line 
with  the  carrying-charge  relationship. 


In  view  of  the  foregoing  conditions  and  considerations,  the  effect 
on  hedging  facilities  of  any  revision  of  contract  ^ades  becomes  a 
Question  which  is  concerned  not  only  with  the  stability  of  the  spot 
future  spread  but  also  with  premiums  and  discounts  of  spots  and 
futures  and  with  price  relationships  between  the  near  and  distant 
options  within  the  same  crop  year. 

Section  5.  Proposal  to  decrease  the  number  of  the  deliverable  grades. 
In  general,  in  favor  of  decreasing  the  present  ran^e  of  grades 
deliverable  on  contract  it  is  argued  tnat  this  would  tend  to  raise  the 
price  of  the  contract  in  relation  to  spot  cotton  since  such  a  contract 
would  be  less  freely  sold  owing  to  tne  greater  difficulty  of  delivery. 
A  Memphis  dealer  says  that: 

The  only  suggestion  he  has  to  make  with  regard  to  the  futures  act  would  be 
to  make  fewer  grades  tenderable  *  *  *.  The  bulk  of  the  cotton  produced 
will  come  within  about  six  grades — low  middling  up  to  strict  good  middling.  The 
other  grades  which  are  tenderable  constitute  but  a  small  part  of  the  total  and 
there  is  little  demand  or  market  for  them.  At  present  if  a  dealer  takes  delivery 
on  a  contract  he  is  quite  likely  to  get  cotton  of  these  odd  grades  for  which  there 
is  no  market  and  which  he  can  not  use  except  for  tender  again  on  future  contract. 
The  cutting  out  of  these  grades  would  increase  the  value  of  the  contract. 

''Any  material  narrowing  in  the  deliverable  grades  would  tend  to 
bring  futures  more  closely  in  line  with  spots,"  observes  a  leading  spot 
cotton  merchant.  "A  contract,  for  instance,  for  basis  middling, 
nothing  below  strict  low  middling  and  nothing  above  strict  middling, 
is  in  an  average  season  more  nearly  worth  the  same  price  as  even 
running  middling  *"  than  a  contract  of  basis  middling  taking  in  10  or 
12  grades." 

The  objection  urged  by  the  trade  to  such  a  plan  is  the  increased 
<langer  of  manipulation  by  way  of  squeezes  and  corners.  A  decrease 
in  deliverable  grades,  it  is  asserted,  would  increase  manipulation 
because  the  fewer  grades  deliverable  the  easier  it  would  be  to  get 
control  of  them.  ''  To  make  it  a  very  extreme  case,  say  there  was 
only  one  grade  deliverable,"  observes  a  Texas  dealer,  ''we  might  have 
1,000,000  bales  in  tke  country  but  you  could  only  tender  100,000  bales 
on  contract;  consequently,  the  people  who  had  that  100,000  bales 
could  do  what  they  wanted  to  witn  the  market."  Another  Texas 
merchant  says  that  "whenever  you  decrease  the  number  of  grades — 
or  rather  the  amount  of  cotton  that  is  available  for  tender — you 
automatically  help  a  man  who  is  attempting  to  squeeze  any  month  or 
market." 

In  the  case  of  an  extremely  narrow  or  limited  range  of  grades, 
moreover,  the  possibilities  of  loss  to  sellers  of  contracts  irrespective 
of  manipidation  are  serious  and  would  no  doubt  tend  to  restrict 
trading.  The  possibilities  in  this  connection  are  thus  set  forth  by 
one  of  the  leading  spot  cotton  merchants: 

A  decrease  in  the  deliverable  grades  would,  at  times,  increase  the  risk  of  loss 
to  the  seller.  As  an  example:  A  merchant  in  the  early  fall  when  grades  are  run- 
ning good,  accumulates  a  considerable  stock  of  cotton.  He  sells  January  as  a 
hedge  (basis  middling,  nothing  below  strict  low  middling  and  nothing  above 
strict  middling).  Let's  assume  that  his  stock  of  spot  cotton  consists  of  75  per 
cent  of  these  grades.     With  bad  weather  occurring  subsequent  to  his  purchases, 

«•  In  this  connection  it  should  be  noted  that  the  spot  quotations  of  the  various  markets  are  not  necessarily 
quotations  for  even  running  cotton.  Reference  to  the  chapter  on  spot  quotations  and  diflerences  shows 
that  in  most  of  the  designated  spot  markets  the  quotation  Ux  a  giTen  grade  may  teivesent  cotton  sold 
eitl:^  even  nmning  or  La  round  lots  or  both. 
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the  effect  would  be  to  widen  out  the  diflFerences  on  his  untenderable  cotton  (25 
per  cent  of  his  stock).  His  sold  hedge,  being  a  contract  permitting  the  dehvery 
of  only  three  grades  of  white  cotton  would  become  valuable  in  a  low-grade  year, 
and  might  easily  advance  to  the  point  where  he  would  have  to  make  delivery  or 
transfer  at  a  heavy  discount  to  a  later  position.  In  addition  he  would  face 
a  heavy  loss  on  the  untenderable  portion  of  his  stock. 

The  greatest  difficulty  with  such  a  contract  would  come  in  the  spring  and  eun:- 
mer  when  the  stock  of  good  cotton  usually  gets  verv  low.     The  trading  would 
become  very  narrow  because  sellers  would  be  disinclined  to  sell  futures  except  at 
a  premium  over  spots  sufficient  to  cover  a  commission  for  buying  the  cotton  and 
delivering  on  contracts  and  at  this  level  buyers  would  be  scarce.     In  very  low- 
grade  years  such  a  contract  would  be  unworkable.     It  is  quite  conceivable  that 
the  volume  of  contracts  open  in  one  month  might  at  times  exceed  the  amount 
of  such  cotton  available  for  delivery  on  contract,  making  necessary  an  arbitrary 
settlement  of  such  contracts,  liquidation  through  natural  processes  being  im- 
possible.    There  have  been  seasons  when  it  would  have  been  impossible  to  find 
100,000  bales  of  such  cotton  available  for  delivery;  for  instance,  on  July  [19231 
contracts. 

As  has  already  been  pointed  out  the  advantages  of  increasing  the 
value  of  the  contract  irrespective  of  obtaining  thereby  a  more  stable 
and  constant  relationship  between  spots  and  futures  do  not  appear 
to  be  denionstrated,  while  the  possibility  of  increased  manipulation 
and  impaired  hedging  facilities  mvolved'in  such  an  increase  can  not 
be  ignored. 

Section  6.  Proposal  to  increase  the  nnmber  of  deliverable  grades. 

Restriction  of  manijndation, — Several  persons  interviewed  by  the 
agents  of  the  commission  in  the  course  of  the  cotton  inquiry  expressed 
the  opinion  that  an  increase  in  the  number  of  grades  deliverable  on 
contract  would  be  most  desirable.  The  following  statement  of  a 
Norfolk  merchant  quoted  from  the  report  of  the  agent  is  typical: 

Additional  grades  should  be  made  tenderable  on  contract  *  *  *.  Strict 
good  ordinary  cotton  is  desirable  for  spinning  and  should  be  deliverable  and  so 
should  the  middling  tinges  and  low  middling  tinges.  The  addition  of  these 
grades  would  help  to  decrease  manipulation,  and  they  should  be  deliverable  as 
a  matter  of  fairness  because  they  are  spinnable. 

This  position,  moreover,  was  taken  not  only  by  certain  members 
of  the  trade  but  also  by  a  few  northern  spinners.  An  analysis  of 
the  reasons  for  this  attitude,  however,  discloses  that  the  increase  in 
the  grades  deliverable  is  usually  sought  either  in  whole  or  in  part  as 
a  check  or  remedy  for  squeezes  of  the  near  positions  which  have  been 
of  more  or  less  frequent  occurrence  in  recent  years,  particularly  at 
New  York.     In  this  connection  one  northern  null  states: 

There  are  big  fluctuations  there ,  and  the  squeezes  come  from  the  big  fluctua- 
tions and  the  ability  of  the  New  York  crowd,  with  plenty  of  money  to  corner  a 
certain  month  and  that,  I  say,  is  what  you  want  to  do  in  trying  to  improve 
matters;  that  is,  get  as  big  a  lot  of  cotton  as  possible  that  can  be  tendered  in 
New  York,  so  as  to  make  the  fly  wheel  so  big  that  they  can  not  monkey  with  it, 
or  at  least  have  less  show  of  monkeying  with  it.*' 

Another  northern  manufacturer  points  out  that — 

as  a  mill  we  do  not  deliver  or  take  actual  contracts  in  New  York  and  that  we 
only  use  these  contracts  as  a  hedge  against  purchases  of  cotton  from  the  South 
and  that  we  are,  therefore,  desirous  that  as  wide  a  delivery  as  possible  should  be 
permitted  in  a  contract  in  which  we  are  hedged  in  order  to  eliminate  all  possi- 
bility of  a  squeeze. 


'*  It  may  be  noted  that  an  Increase  In  the  deliverable  grades  may  not  alwa3r8  be  so  much  of  a  protection 
to  the  seller  if  the  futures  are  at  a  discount  under  spots.  As  one  merchant  points  out:  "Theoretically  an 
increase  in  deliverable  grades  affords  an  added  measure  of  security  to  the  seller;  it  will,  however,  at  times 
result  otherwise  becaui>e  relying  on  this  added  meafuie  of  s^ecurity  sellers  may  put  out  contracts  at  too 
great  a  discount  under  spots,  with  resulting  losses  in  liquidation  or  delivery." 


To  the  same  effect  is  the  following  statement,  also  that  of  a  spinner: 

By  fooling  with  the  contract  in  New  York,  where  they  have  eliminated  low 
grades  and  rag  tag  cotton,  and  a  lot  of  other  things,  and  white  cotton  only  is 
deliverable — in  New  York  and  can  be  applied  to  this  contract — it  is  much  easier 
to  squeeze  the  near  months  than  when  you  could  deliver  anything  out  of  the 
crop,  practically.  To  my  mind  that  accounts  to  some  extent  for  the  discounts 
of  the  distant  months  as  compared  with  the  spot  months. 

W.  H.  Hubbard,  of  the  firm  of  Hubbard  Bros.  &  Co.,  states  (in 
Cotton  and  the  Cotton  Market,  p.  397),  that — 

some  provisions  of  the  Cotton  Futures  Act  have  increased  the  danger  of  a  squeeze. 
The  low  middling  clause  has  made  it  more  difficult  to  ship  cotton  for  delivery 
*  *  ♦.  Not  only  are  strict  good  ordinary  and  good  ordinary  no  longer  avail- 
able for  contract  delivery  but  the  danger  of  rejection  has  been  very  much  increased. 

It  may  be  granted  without  much  argument  that  increases  in  the 
deliverable  grades  would  tend  to  reduce  the  possibilities  of  bull 
manipulation  by  way  of  squeezes  of  the  near  month,  but  that  is  not 
the  whole  question  by  any  means.  As  one  Texas  merchant  observes, 
**  you  have  to  take  into  consideration  whether  by  having  more  grades 
[(deliverable]  you  would  not  do  more  harm  to  your  contract.  '  In 
other  words,  desirable  as  it  doubtless  is  to  prevent  squeezes  of  the 
near  positions,  it  would  certainly  be  unwise  to  adopt  an  increase  to 
secure  the  prevention  of  such  operations  at  the  cost  of  injuring  the 
hedging  market. 

Improvement  of  hedging  mxirlcet. — There  are  certain  members  of  the 
trade  who  discuss  the  Question  of  increasing  the  deliverable  grades 
from  the  standpoint  rather  of  the  effect  upon  hedging  facilities  than 
of  the  prevention  of  manipulation  as  such.  A  Texas  merchant 
argues  for  the  increase  in  deliverable  grades  as  a  means  of  creating 
premiums  on  the  distant  delivery  months  as  follows: 

I  think  the  enlarging  of  the  number  of  grades  deliverable  on  contract  would  do 
more  toward  the  creating  of  carrying  charges  on  deferred  months  than  any  other 
measure  proposed.  My  reason  for  this  is  that  it  would  give  more  latitude  to 
the  seller  of  near  months  and,  most  of  all,  it  would  make  it  harder  for  manipu- 
lators to  enter  the  market  and  corner  the  near-by  positions,  because  they  would 
have  more  grades  to  take  than  they  would  otherwise.  I  have  always  thought 
that.  ♦  *  *  I  rather  think  that  an  increase  in  deliverable  grades,  with  the 
present  method  of  establishing  differences  in  the  future  market,  would  bring  the 
spot  month  nearer  than  it  is  now  to  the  actual  value  of  cotton.  Our  trouble 
recently  has  been — like  May  at  present  [1923]— standing  up  on  stilts. 

An  increase  in  deliverable  grades  would  make  it  possible  to  hedge  more  satis- 
factorily. As  I  said  before,  I  think  it  would  prevent  undue  manipulation  in  the 
near  months,  and  would  result  in  a  premium  of  the  months  following,  which  would 
give  a  legitimate  carrying  charge  to  cotton  being  carried  on  a  hedge  basis. 

I  do  not  think  any  increase  in  the  number  of  deliverable  grades  would  lower  the 
value  of  the  contract,  because  I  think  it  is  automatically  adjusted  in  the  differ- 
ences between  grades  under  the  plan  which  you  now  have. 

This  point  of  view  is  undoubtedly  of  considerable  importance  for  it 
is  the  quite  general  testimony  of  the  cotton  trade  that  dealers  almost 
always  place  their  hedges  in  the  distant  delivery  months  through  fear 
of  squeezes  in  the  nearer  positions.  It  is  indeed  possible,  as  has  been 
suggested  above,  that  the  more  restricted  dehveries  prevailing  since 
the  passage  of  the  United  States  cotton  futures  act  have  rendered 
squeezes  more  frequent.  In  so  far,  therefore,  as  this  has  been  true 
and  hedge  sellers  have  been  forced  to  the  more  distant  positions,  the 
restriction  of  grades  has  perhaps  been  imdesirable,  but  it  still  remains 
questionable  whether  the  proposed  method  of  curing  these  conditions 
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is  to  be  found  in  the  increase  of  the  deliverable  grades  unless  as  an 
accompaniment    of   other   changes    in    the  contract. 

Effect  on  value  of  contract  and  spot  futures  spread. — The  doubtful 
value  of  increasing  the  deliverable  grades  is  due  to  the  probability 
that,  although  the  danger  of  squeezes  might  be  appreciably  reduced 
by  this  remedy,  the  discount  of  futures  under  spots  would  be  in- 
creased.    In  other  words,  as  a  prominent  cotton  merchant  says: 

The  greater  the  number  of  grades  tenderable  on  a  basis  middling  contract, 
especially  if  running  to  good  ordinary  white  and  low  middling  tinges,  the  lower 
that  quotation  is  apt  to  be  as  compared  with  an  even  running  middling  quo- 
tation. 

It  is  argued  by  one  dealer  that — 

if  you  had  an  increase  of  deliverable  grades  the  contract  might  be  made  a  dump- 
ing ground  for  all  kinds  of  off -grade  cotton  for  which  it  is  difficult  to  find  buyers: 
and  this  would  injure  the  hedging  market  all  right,  because  lots  of  people  would 
not  want  to  buy  a  contract  if  they  knew  they  might  get  a  lot  of  junk  on  hand  if 
they  took  up  the  cotton  on  contract. 

Moreover,  any  considerable  increase  in  the  number  of  deliverable 
grades  might  result  in  deliberate  attempts  to  depress  the  contract 
market  by  the  dehvery  of  the  most  undesirable  grades.  Thus,  it  is 
claimed  by  one  merchant  that — 

an  increase  in  deliverable  grades  would  increase  the  chance  for  manipulation, 
on  the  bear  side,  for  this  reason:  At  the  present  time  we  are  limited  to  a  reason- 
able number  of  grades — grades  that  are  ordinarily  considered  readily  salable. 
If  you  increase  the  grades  deliverable  you  make  an  opening  for  the  contract 
markets  to  take  in  qualities  which  are  frequently  not  salable,  and  which  could, 
therefore,  be  used  to  deliver  on  contracts  with  a  depressing  effect. 

Many  nierchants  have  apparently  not  forgotten  the  character  of 
the  New  York  dehveries  years  ago  before  the  passage  of  the  cotton 
futures  act,  and  they  can  not  be  persuaded  to  believe  that  an  increase 
in  the  dehverable  grades  is  desirable. 

The  value  of  the  contract  and  the  spot-future  spread  would  also, 
it  is  claimed,  be  unfavorably  affected  by  an  increase  in  deliverable 
grades  through  the  fact,  as  one  South  Carolina  merchant  puts  it,  that 
''  the  [present]  undehverable  grades  can  not  be  sharply  and  unmistak- 
ably defined  and  determined.  The  field  for  the  distribution  of  such 
cotton  is  limited.  Not  every  concern  can  handle  it  readily  and  the 
possibility  of  receiving  it  on  contract  would  diminish  the  desirability 
of  the  contract  from  the  standpoint  of  the  buyer. 

The  statement  of  W.  L.  Clavton,  representing  the  New  York  Cot- 
ton Exchange,  at  the  Federal  IVade  Commission's  cotton  conference, 
on  this  point,  is  as  follows: 

The  Chairman.  You  favor,  as  I  take  it,  the  present  law  for  ten  tenderable  grades? 

Mr.  Clayton.  I  do. 

The  Chairman.  Would  you  go  back  to  the  old  20  deal? 

Mr.  Clayton.  No,  sir;  I  would  not. 

The  Chairman.  Why  not? 

Mr.  Clayton.  For  this  reason:  If  you  buy  in  the  low  grades — I  do  not  call 
your  [low]  middling  cotton  a  low  grade;  it  is  a  perfectly  merchantable  grade, 
and  it  is  salable  in  almost  any  part  of  the  world;  but  if  you  inject  in  there 
tinges  and  stains  and  strict  ordinary  and  common  [good]  ordinary,  you  put  in  a 
kind  of  cotton  that  is  more  or  less  a  specialty.  It  is  not  even  every  merchant 
who  can  merchandise  that  cotton.  You  narrow  the  field  of  possibilities  of  distri- 
bution of  such  a  cotton.  When  you  do  that,  you  do  the  same  thing  that  has 
happened  in  Liverpool  time  and  again.  It  happened  this  past  summer.  You 
have  got  a  specialty,  a  quality  that  the  average  merchant  can  not  handle  and 
that  cotton  will  make  the  value  for  basis  middling,  [that  is]  the  certificating  of 


said  cotton  In  the  deliverable  grade[8].  While  I  can  get  this  ordinary  or  common 
[good]  ordinary  I  can  not  merchandise  such  cotton  the  same  way  I  can  low 
middling  or  difference  [?],  and  I  can  not  undertake  to  get  a  quantity  of  cotton  that 
I  have  no  market  for,  and  at  times  you  hear  argument  of  why  the  strict  ordinary 
and  common  [good]  ordinary  are  perfectly  merchantable  grades  of  cotton,  and  there 
are  one  or  two  mills  that  make  the  goods  that  this  cotton  enters  into,  and  that 
can  manufacture  that  sort  of  stuff,  but  you  will  find  that  there  are  only  5  per 
cent  of  the  mills  that  do  that,  and  as  to  the  other  95  per  cent  it  is  a  thing  apart ; 
it  is  just  like  anything  else.    They  can  not  use  it.^* 

The  probably  wider  spot  future  spread  would  render  satisfactory 
hedging  more  difiirult,  and  this  proDabiUty  is  no  doubt  responsible 
for  the  fact  that  certain  cotton  men  are  opposed  to  increases  in  the 
deliverable  grades.  A  Memphis  cotton  buyer,  for  example,  states 
that  formerly  he  was  in  favor  of  having  all  grades  of  cotton  deliver- 
able on  future  contract,  but  that  after  giving  the  matter  a  good 
deal  of  thought  and  study  he  concluded  that  it  would  tend  to  increase 
the  spread  between  spots  and  futures  and  would  be  detrimental. 

Decreased  value  of  lower  arades. — It  is  also  argued  in  favor  of  the 
increase  of  deliverable  grades  that  a  restricted  contract  reduces  the 
value  of  the  lower  grades.  The  following  is  the  statement  of  a 
New  Orleans  merchant: 

Personally,  I  have  always  been  against  the  restricting  of  the  deliverable 
contract.  I  believe  the  broader  the  contract  the  better  it  will  serve  the  trade. 
As  a  matter  of  fact,  there  is  but  a  very,  very  small  percentage  of  cotton  ever 
delivered  against  future  delivery  contracts;  so  the  talk  of  restricting  certain 
grades  is  more  technical  than  anything  else.  I  regard  the  present  contract  as 
too  narrow,  for  the  reason  that  when  we  make  low  grades,  as  we  are  bound  to 
do  under  certain  weather  conditions,  a  large  percentage  of  the  crop  is  not  avail- 
able for  contract  delivery. 

Q.  What  effect  does  that  have  on  the  price  of  that  cotton? 

A.  This  has  a  sentimental  effect  and  tends  to  depreciate  such  qualities. 

To  this  it  may  be  replied  that  estimates  made  hj  various  spot 
merchants  would  indicate  that  the  present  range  of  deliverable  grades 
would  include  from  75  to  85  per  cent  of  the  cotton  crop,  so  that 
inabihty  to  deliver  the  other  and  lower  grades  is  not  an  exceedingly 
serious  matter,  more  partictdarly  in  view  of  the  specialty  character 
of  such  cotton. 

Section  7.  Even-mnniiig    and    three    adjacent    or    contignons-grade 

contracts. 

Introduction,-^Accovdmg  to  S.  T.  Hubbard,  sr.,  a  former  president 
of  the  New  York  Cotton  Exchange,  three  distinct  contracts  for  the 
future  delivery  of  cotton  were  presented  to  the  exchange  for  con- 
sideration and  adoption  at  the  time  of  its  formation.^* 

1.  A  contract  for  the  delivery  of  cotton  of  an  even-running  grade. 

2.  A  contract  for  the  delivery  of  an  average  *^  grade. 

3.  A  contract  for  the  delivery  of  all  merchantable  grades  or  [at]  a  basis  price 
for  some  fixed  grade,  with  additions  or  deductions  for  the  other  qualities  de- 
livered. 

Some  interest  attaches  to  the  statement  of  Mr.  Hubbard,  as 
showing  that  even  at  tlie  time  of  the  formation  of  the  New  York 
Cotton  Exchange  there  was  some  opinion  in  the  trade  itself  that  an 
even-running  or  contiguous-grade  contract  would  be  desirable.    This 

M  S.  T.  Hu'bb^d, 'before  the  National  Associatioa  of  Cotton  Manufacturers,  Boston,  Mass.,  Apr.  24,. 
1W7. 
I*  See  succeeding  subsection* 
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opinion  has  remained  more  or  less  current  ever  since,  both  in  the 
trade  and  among  the  spinners.  While  there  is  a  decided  majority 
of  the  trade  opposed  to  a  contiguous-grade  or  even-running  contract, 
the  files  of  the  Bureau  of  Corporations  and  of  the  present  inouiry  estab- 
lish the  fact  that  there  has  been  and  is  a  certain  amount  of  opmion  in 
the  trade  favoring  the  adoption  of  some  form  of  either  the  one  or  the 
other  of  these  two  contracts. 

Definitions. — The  term  contiguous-grade  contract  refers  to  one  on 
which  the  deliverv  must  be  mac^  from  within  a  range  of  some  limited 
number  of  any  of  the  present  contract  grades  that  are  adjacent  to  one 
another.  As  used  in  this  discussion,  the  term  refers  to  deliveries  from 
a  range  of  any  three  adjacent  grades  of  those  now  deliverable. 

An  even-running  contract  refers  to  a  contract  under  the  tenns  of 
which  the  delivery  must  be  made  in  lots  of  not  more  than  a  single 
grade  in  the  case  of  any  one  contract. 

In  the  Bureau  of  Corporations'  report  on  cotton  exchanges^  and 
in  the  data  obtained  in  connection  with  that  report  the  term  "even 
nmning"  is  used  substantially  synonymouslv  with  a  three  con- 
tiguous-grade' contract.  The  term  '*  average ''^  was  also  applied  in 
this  report  and  the  data  on  which  it  was  based  to  a  three  contiguous- 
grade  contract.  Quotations  from  the  bureau  files  and  report,  there- 
fore, should  be  read  with  these  points  in  mind. 

Even-running  compared  with  contiguous-grades. — ^As  between  an 
even-running  contract  and  a  contiguous-CTade  contract,  the  latter 
is  probably  the  more  desirable.  One  of  the  things  imdoubtedly 
important  for  adequate  protection  by  hedging  is  a  broad  market. 
It  is  chiefly  because  of  this  consideration  that  many  members  of 
the  cotton  trade  object  to  any  further  restriction  on  deliverable" 
grades,  and  that  other  members  of  the  trade  advocate  a  return  to  a 
form  of  contract  which  wall  embrace  a  much  wider  variety  of  grades 
than  those  which  are  now  tenderable. 

In  other  words,  the  greater  the  option  of  the  seller  as  to  delivery 
the  more  readily  and  freely  the  contract  will  be  sold,  while  vice  versa 
the  more  restricted  the  option  of  the  seller  the  less  ready  and  free  the 
selling.  The  even-running  contract  would  seem  to  impose  a  some- 
what greater  hardship  on  the  seller,  and  so  exercise  a  more  restrictive 
effect  upon  a  broad  market,  than  would  the  contipious-grade  con- 
tract. That  fully  compensating  advantages  would  be  obtained  by 
the  employment  of  the  former  may  be  doubted.     It  is  true  that  the 

Erice  of  this  contract  would  be  higher  than  the  other,  but  for  the 
edger  an  increase  in  the  price  of  the  contract  is  not  so  important  as 
the  maintenance  of  a  more  constant  relationship  between  the  spots 
and  futures.  Unless,  therefore,  it  can  be  shown  that  the  even- 
running  contract  will  serve  to  maintain  a  better  relationship  between 
spots  and  futures  than  the  contiguous-grade  contract,  the  latter 
might  be  preferred  by  the  hedger.  The  difficulty  of  classing  cotton 
into  even-running  lots  is  apparentlv  greater  than  classing  into  con- 
tiguous-grade lots,  thus  increasing  the  danger  of  rejection  on  deUvery. 
With  contiguous  grades  more  latitude  is  allowed  to  the  seller  than 
under  the  even-running  contract.  In  view  of  this  fact  it  would  seem 
logical  to  provide,  in  case  of  the  employment  of  an  even-running 
delivery,  for  a  tolerance  of,  say,  5  per  cent  in  the  delivery,  so  that 
rejection  would  not  occur  in  case  a  few  bales  should  fail  to  grade. 
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Furthermore,  it  was  stated  by  W.  L.  Clayton  at  the  Federal  Trade 
Commission's  cotton  conference  that  in  practice  deliveries  under  a 
contiguous-grade  contract  would  probably  be  substantially  even  run- 
ning.    Mr.  Clayton  said: 

I  think  probably  what  would  happen  if  you  had  contiguous  grades  is  that  the 
tenderer  would  be  compelled  as  near  as  he  could  to  deliver  even-running  cotton, 
Su«5  to  allow  for  the  variation  between  his  idea  of  the  class  and  the  Government 
da^er'8  idea  of  it.  If  I  had  to  make  delivery  of  cotton  under  a  contiguous- 
Krade  contract,  I  would  try  to  deliver  even-running  middhng  m  the  hope  that 
the  GovernmeAt  classers  would  find  nothing  below  strict  low  and  nothing  above 
strict  middling,  ♦  *  *  so  it  would  come  within  the  requirements  of  the  con- 
tiguous-grade provision." 

From  the  foregoing  considerations  it  may  be  concluded  that  the 
more  desirable  form  of  contract  revision  is  the  three  contiguous-grade 
delivery  rather  than  the  even-running  contract. 
Section  8.  Restrictions  imposed  on  sellers  by   contignons-grade   con- 

Overs.— One,  of  the  common  objections  raised  by  cotton  buyers  tfl  a 
contiguous-grade  contract  is  that  "the  bulk  of  the  merchants  in  the 
South  buy  %asis  middling,  and  take  the  grades  above  and  below. 
He  does  not  know  at  the  time  he  makes  his  purchase  what  he  is 
going  to  get.  He  hius  to  wait  until  it  is  in  the  compress  and  he  gets 
fiisBamplea  *  *  *•  A  man  buying  cotton  and  selling  it  for  even- 
running,  and  [or]  seUing  average  middlnig  might  fmd  himself  in  a 
™ry  embarr.^ing  predicament."  -,,  "The  groweij  sell  their  cotton 
as  grown,  which  means  all  grades"  argues  another  dealer.  Ihe 
merchant  buys  the  grower's  crops  as  grown,  and  is  ent'tled  to  a 
hedging  contract  gainst  his  purchases  which  is  in  hne  with  his  pur- 

"^  xTput  the  argument  in  another  way,  cotton  is  sold  in  the  interior 
in  widely  varyini  lots,  basis  middling,  the  grades  above  and  below  to 
b^  V^d  for  at  prevailing  market  differences.  The  dealer  hedges  by 
future  sales  of  a  basis-middling  contract,  grades  above  and  below  to 
be  paid  for  at  prevailing  market  differences.  The  dealer  having 
bought  and  hedged,  then  classes  out  the  cotton  which  he  has  pur- 
chased into  even-running  or  contiguous-grade  lots  and  disposes  of 

them  to  spinners  and  others.  .        .  ,.i    ,    ,.    j  r     _  .i,. 

In  so  far  as  he  delivers  on  contract  he  is  not  likely  to  deliver  the 
even-running  or  contiguous-grade  lots,  but  instead  tenders  any 
^ceUaneou^s  lots  or  "overs^  that  he  may  have  left  after  he  has 
classed  out  the  balance  of  his  purchases  into  merchantable  lots 
It^^ntended  that  to  deprive  the  merchant  of  this  Pn^iege  would 
be  to  impose  on  him  a  considerable  hardship  and  to  render  the  futures 
market  less  satisfactory  for  hedging  purposes  r\,i„o„<. 

ThL  view  is  fairly  reflected  in  the  statements  of  a  New  Orleans 
merchant,  made  at  the  time  of  the  Bureau  of  Corporations  inquiry. 

Ab  a  buyer  I  would  Uke  an  average-grade  contract  permitting  the  deUvery 
of  liv  on"v  tlfree  or  four  grades,  or  ot  one  full  grade,  with  a  range  of  one-halt 

say  oni>  iin^w:  or  r  ,   .  ^^^       ^  a  contract  is,  on  the  whole, 

St^ttctbll^buye^  of  CO  ton  irthe  e^^^^^^    we  take  the  crop  as  it  runs 

CDm)M  we  c«?  not  place  that  cotton  in  any  given  market  and  have  on  hand 

Srhund?^  S^les  of  v*ious  grades.     We  might  be  able  to  close  out  only  a 


»  UearinKS,  Pt.  U,  p.  47». 
98599t— S.  Doc.  100, 6S-1 — 


»  Hearings,  Ft  II,  p.  293. 
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few  hundred  bales  in  lots  large  enough  to  meet  the  requirements  of  such  an  average- 
grade  contract.  Instead  we  might  have  a  lot  of  odds  and  ends.  Suppose  we 
had  sold  futures  against  this  cotton.  We  would  nominally  be  hedging  but 
practically  would  be  short  because  the  cotton  would  not  be  a  good  tender.  I 
think  that  if  cotton  is  of  merchantable  grade  it  should  be  tenderable  on  contract. 

Q.  Does  it  happen  that  many  pjersons  who  might  desire  to  use  the  contract 
system  would  have  so  little  cotton  that  they  could  not  class  it  out  into  even  lists 
of  the  class  described;  or  would  this  be  a  hardship  for  even  larger  hmises? 

A.  It  might  possibly  be  a  hardship  for  any  house,  because  a  man  handling 
100,000  bales  would  ship  all  of  his  cotton  except  "overs,"  and  he  would  not  be 
able  to  get  rid  of  these  overs  on  contract. 

The  point  of  view  expressed  by  the  foregoing  opinions  and  dis- 
cussions, however,  is  not  universally  shared  by  cotton  merchants,  as 
appears  from  the  following  statement  made  in  1923: 

Now,  then,  with  13  grades  deliverable,  he  can  give  you  an  equal  quantity  of  the 
13,  or  give  you  all  13  in  different  quantities;  and  the  spinner  don't  want  that 
kind  of  cotton;  and  the  spot  merchant,  who  is  interested  in  distributing  the  cotton 
to  the  spinner,  don't  want  that  kind  of  cotton  on  a  contract,  because  he  has  got 
to  go  to  work  and  work  up  his  deliveries.  Of  course,  the  counter  argument  is 
going  to  be  that  if  a  man  out  in  the  country — a  spot  merchant — buys  basis 
middling  cotton  he  is  liable  to  get  all  of  these  different  distributions  of  grades; 
vet,  on  the  other  hand,  the  spot  merchant  knows,  at  the  time  he  is  purchasing 
in  a  certain  locality,  that  the  cotton  is  running  about  an  average  of  so  and  so; 
but  he  don't  know  in  New  York  what  somebody  is  going  to  be  able  to  give  him, 
one  month,  two  months,  or  five  months  ahead.  That  is  the  argument  they  always 
put  up  to  you.  A  fellow  buys  basis  middling  cotton  all  over  the  country;  but  he 
is  buying  it  with  the  certain  knowledge  of  what  that  section  of  the  country  is 
producing.  If  he  buys  it  in  New  York  he  is  liable  to  get  grades  that  are  being 
produced  in  South  Carolina,  or  north  Texas,  or  west  Texas. 

Moreover,  it  may  well  be  questioned  whether  or  no  the  futures  mar- 
ket ought  as  a  practical  matter  to  serve  as  a  dumping  ground  for  these 
miscellaneous  lots.  If  the  primary  purpose  of  the  futures  market  is 
to  afford  hedging  facilities,  why  should  inability  to  deliver  mixed  and 
variously  assorted  lots  of  overs  be  urged  as  an  objection  to  the  change? 
As  a  Texas  merchant  well  says: 

Practically  all  spots  are  of  a  particular  character  which  the  individual  buyer 
has  a  place  for  on  a  commercial  basis;  whereas,  the  futures  market  has  to  take 
care  of  indiscriminate  cotton — that  cotton  which  is  not  desirable,  and  which 
nobody  wants  for  any  particular  purpose;  and,  therefore,  in  the  very  nature  of  it, 
it  is  not  worth  as  much  as  cotton  that  is  bought  to  merchandise. 

On  this  point  the  following  colloquy  of  a  representative  of  the 
bureau  of  corporations  with  a  gentleman  well  known  both  as  a  cotton 
dealer  and  a  future  operator  is  also  of  interest: 

Q.  A  man  would  have  5  or  10  bales  of  Middling,  10  bales  of  Low  Middling,  etc., 
and  under  the  present  system  he  could  tender;  whereas,  if  he  sold  such  an  average 
grade  contract  he  could  not  make  a  tender.     Is  that  a  valid  objection  or  not? 

A.  It  is  a  question  whether  or  not  a  mai!  who  had  odds  and  ends  that  way  should 
affect  the  price  of  other  contracts — he  has  only  a  remnant  after  all — whether  that 
should  affect  the  value  of  other  contracts.  That  would  give  him  the  privilege  of 
getting  rid  of  his  odds  and  ends,  but  at  the  expense  of  people  who  have  a  large 
amount  of  cotton.     It  is  a  question  whether  other  people  should  be  affected. 

It  is  questionable  whether  inability  to  tender  miscellaneous  lots  is 
a  serious  objection  to  a  contiguous-grade  deb  very.  As  alreadj  indi- 
cated, the  vital  consideration  in  the  matter  of  contract  revision  is 
unquestionably  the  improvement  of  hedging  facilities  through  the 
improvement  of  the  relationship  between  spots  and  futures.  And 
there  would  appear  to  be  little  reason  for  doubting  that  the  tender  of 
miscellaneous  lots  of  cotton  tends  to  depress  the  vrnue  of  the  contract. 

Effect  on  small  mercliants. — A  much  more  serious  objection  than  the 
foregoing  would  seem  to  be  the  possibility  of  the  adverse  effect  of  a 


contiguous-grade    contract    on    the    smaller    merchants.     To    the 
bureau  of  corporations  it  was  urged  that — 

Whereas  a  large  cotton  merchant  might  have  thousands  of  bales  of  cotton  on 
hand  throughout  an  active  season  and  would  thus  be  able  to  class  his  cotton  out 
into  fairly  even-running  deliveries,  a  merchant  handling  only  a  few  hundred 
bales  would  often  find  himself  unable  to  make  up  such  even-running  lots  of  the 
( out ract  size — roughly,  100  bales. 

The  inevitable  effect  of  such  a  contract  would  thus  be  to  deprive  such  small 
dealers  of  the  opportunity  of  using  the  contract  market  with  the  expectation  of 
disposing  of  their  surplus  stock,  since,  while  they  might  have  more  than  100 
hales  of  cotton  on  hand,  they  would  not  have  a  hundred  bales  sufficiently  even 
running  to  be  tendered  in  satisfaction  of  a  contract  previously  sold.  In  other 
words,  with  cotton  on  hand,  such  merchants  would  find  themselves  short  in  the 
contract  market. 

In  answer  to  the  above,  a  cotton  merchant  of  New  Orleans  said: 

In  the  first  place,  small  dealers  do  not  tender  on  contract;  it  is  only  the  big 
dealer;  and  he  generally  picks  out  the  most  undesirable  stuff  to  tender,  and 
f^enerally  for  the  purpose  of  depressing  the  market  in  order  to  buy  in  his  contract, 
of  which  he  generally  sells  two  or  three  for  every  one  he  expects  to  tender.  And, 
another  thing,  it  is  a  hardship  on  the  man  who  received  cotton  where  vou  make 
him  receive  all  sorts  of  odds  and  ends,  running  from  fancy  [fair]  to  good 
ordinary." 

In  so  far  as  contiguous-grade  contracts  might  prove  to  be  a  hardship 
to  the  small  dealer,  through  the  fact  that  he  could  not  deliver  ''overs,  ' 
it  has  been  suggested  that  if  the  contract  were  reduced  from  100  bales 
to,  say,  50,  or  perhaps  even  a  smaller  number,  the  ability  of  the  small 
dealer  to  make  deliveries  would  be  increased,  since  he  would  pre- 
sumably be  able  to  class  a  larger  proportion  of  his  cotton  into  even- 
nmning  or  contiguous-grade  lots  than  is  now  the  case."  (Chapter  VII, 
section  9.) 

Expense. — It  has  also  been  objected  by  sellers  that  such  contracts 
would  handicap  them  because  of  the  expense  of  classing  out  the 
cotton  into  even-running  or  contiguous-grade  lots  and  would  act  as 
a  deterrent  to  delivery.^^ 

To  this  it  may  be  replied  that  the  dealers  using  the  futures  market 
customarily  class  out  cotton  into  even-running  or  contiguous-grade 
lots  in  order  to  dispose  of  it  in  the  spot  market,  so  that  the  alleged 
increased  expense  of  dehvery  on  such  contracts  in  the  futures  market 
is  problematical. 

Restriction  of  trading. — It  is  also  claimed  that  the  contiguous- 
grade  contract  would,  oy  limiting  the  option  of  the  seller,  restrict 

»  Report  of  the  Commissioner  of  Corporations  on  Cotton  Exchanges,  pt.  3,  pp.  184-187. 

»  A  suggestion  madeby  J.  C.  Hill  in  1914,  at  the  House  hearings  on  the  Lever  bill,  was  to  adopt  a  "contract 
to  call  for  an  even-running  delivery  of  100  bales  of  any  one  grade.  (However,  a  mixed  dehvery  could  be 
made,  the  seller  paving  the  receiver  a  penalty  of  50  cents  per  bale,  provided  not  more  than  half  a  grade 
above  or  below  any'one  fixed  grade,  or  a  penalty  of  $1  per  bale  if  dehvery  contains  a  variety  of  grades  more 
than  one-half  grade  away  from  any  one  fixed  grade.) "  (Statement  of  J.  W.  Hill  before  House  Committee  on 
Agriculture,  regulation  of  cotton  exchanges,  GAd  Cong.,  2d  sess.,  p.  134.) 

Such  a  contract  would  not  prohibit  or  prevent  the  delivery  of  overs,  while,  if  this  type  of  provision  were 
combined  witli  a  reduction  in  the  size  of  the  contract,  doubt  may  be  expressed  as  to  whether  the  small 
■^liipper  would  suffer  appreciably  more  from  the  adoption  of  even-running  or  contiguous-grade  contracts 
than  would  the  larger  ones.  How  Lirge  any  such  penalty  should  be  is  a  question  of  detail  that  need  not  be 
discussed  at  this  point.  It  is  evident,  however,  that  it  should,  if  possible,  be  large  enough  to  encourage 
deliveries  of  the  standard,  whether  even-running  or  contiguous-grade,  yet  not  so  severe  as  to  work  too 
great  a  hardship  on  merchants,  particularly  the  smaller  ones  who  might  not  have  the  necessary  quantities 
of  contiguous  or  even-running  grades.  The  only  point  that  it  is  sought  to  make  is  that  adjustments  of  this 
'haracter  would  presumably  obviate  much  of  the  difficulty  of  the  small  dealer  who  has  sold  contracts  and 
who  for  one  reason  or  another  finds  that  it  is  either  ne(e3.sary  or  desirable  to  deliver. 

•'  A  New  Orleans  merchant  at  the  time  of  the  inquiry  of  the  bureau  of  corporations  sai('  on  this  point: 

1  think  that  an  average  grade  contract  restricting  dehverics  to  say  one  and  a  half  grades  either  way,  or 
ven  to  three  full  grades  adjacent  to  each  other    •    •    •    would  handicap  sellers.    1  have  delivered  in  the 


1  .St  few  days  over  fiOO  bales  of  cotton.    If  it  had  been  necessary  for  me  to  class  out  the  cotton  into  two  or 
'>iree  average  grade  lots  only,  the  expense  of  doing  so  would  have  acted  as  a  detriment  to  delivery." 
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the  volume  of  trading.  This  would  tend  to  render  the  market 
narrower  and  more  susceptible  of  manipulation  thus  making  it  less 
satisfactory  for  the  purpose  of  hedging.  But  contract  delivenes  of 
cotton  of  contiguous  grades  constitute  comparatively  merchantable 
lots.  The  restnction  imposed  on  the  seller  bv  such  a  form  of  contract, 
therefore,  improves  the  merchantability  of  the  delivery  as  the  various 
other  proposed  changes  in  deliverable  grades  do  not.  This,  there- 
fore, may  be  regarded  as  a  factor  tending  to  broaden  the  futures 
market  by  increasing  the  number  of  buyers  and  the  volume  of 
buying  Even  if  this  is  not  correct  it  would  seem  possible,  though 
not  necessarily  desirable,  to  offset  in  part  any  such  tendency  to  narrow 
the  market  by  increasing  the  range  of  grades  deliverable  on  con- 
tract. (For  objections  to  increases  in  deliverable  grades  see  sec.  6.) 
Finally,  if  southern  delivery  were  adopted  the  new  option  given 
thereby  to  the  seller  as  to  the  place  of  delivery  would  in  large 
manner  counterbalance  the  limitation  of  the  option  as  to  the  grades 
deliverable  arising  from  the  contiguous-grade  contract.  Tins  matter 
is  discussed  in  section  12. 

Section  9.  Difficulty  of  classiflcation  under  contiguous-grade  contracts. 
Not  the  least  important  objection  to  contiguous-grade  contracts  is 
the  difficulty  of  classification.  The  absence  of  any  mechanical 
means  of  grading  cotton  renders  classification  dependent  m  the  main 
upon  the  pei-sonal  judgment  of  the  individual  classers  who,  of  course, 
differ  widely  in  skill  and  experience.  ''No  two  men,  remarked  a 
Mobile  dealer  to  a  representative  of  the  Bureau  of  Corporations,. 
*' class  cotton  alike.  I  have  been  in  the  business  34  years  and  it  has 
been  my  observation  that  even  among  the  best  experts  three  men 
out  of  five  will  class  it  differently."  The  Bureau  of  Corporation  s 
report  on  cotton  exchanges  made  the  following  statement  regard- 
ing this  matter: 

Again,  conditions  of  light  and  weather,  which  appear  trivial  in  themselves, 
maj^nfluence  a  classer  materially.  It  is  no  uncommon  occurrence  for  the  same 
classer,  examining  the  same  lot  of  cotton  at  different  tunes  and  under  shghtly 
different  conditions,  to  render  different  awards.** 

The  foregoing  statements  are  practically  as  true  to-day  as  they 

were  formerly.  ,         ^  ^       n    i  i      ^v    t^  j      i 

At  the  cotton  conference  in  November,  1923,  called  by  the  Federal 
Trade  Commission,  the  following  statement  was  made  on  this  point 
by  W.  L.  Clayton: 

Our  classer  might  class  it  500  middling  and  500  strict  low,  and  ship  it  to  New 
Orleans,  where  the  Government  classers  are,  and  it  might  be  10  different  grades 
T  do  not  mean  to  implv  that  the  Government  classers  are  inaccurate,  or  that 
theydonoTcl^ssco^^^ctly.  I  simply  mean  that  *  *  *  -f  Vlh^t  vou  m^i^ht 
t^  t\in  Hifforpnt  rlaisers— there  may  be  a  great  variation  in  it.  So  that  you  might 
belteve  that  you  hXhippedc^  which  would  fill  the  contract,  and  then  when 
it  gets  there  you  have  not.*' 

On  account  of  these  difficulties  in  accurately  classing  cotton  it  is 
contended  that  a  dealer  attempting  in  entire  good  faith  to  deliver 
cotton  of  contiguous  grades  might  find  all  or  a  large  proportion  of  his 
shipment  rejected  for  failure  to  grade.  And  this  would  not  occur 
through  any  unwillingness  or  lack  of  desire  on  the  part  of  the  sellci 
to  fill  his  contract  but  would  be  attributable  solely  to  difference  m 
individual  judgment  as  to  the  grade  of  the  cotton  in  question. 


If,  therefore,  a  dealer  desired  to  tender  cotton  in  New  York  or 
New  Orleans  it  might  be  necessary  for  him  to  ship  a  surplus  in  order 
to  be  sure  of  having  100  bales  of  contiguous  grades.'^  That  this 
would  be  desirable  no  one  would  contend. 

In  this  connection,  it  appears  that  the  alleged  difficulties  of  the 
dealers  in  making  deliveries  under  these  contracts  might  be  con- 
siderably decreased  by  the  reduction  of  the  size  of  the  contract  from 
100  bales  to  50  bales,  or  perhaps  an  even  smaller  number,  as  has  been 
suggested  in  a  previous  section.  (Sec.  8,  and  see  also  C^ap.  V, 
sec.  11.)  This  would  render  it  possible  for  the  dealer  to  get  a  larger 
proportion  of  his  cotton  into  contiguous-grade  lots. 

Section  10.  Spinners'  nse  of  contignous-grade  contracts. 

In  some  cases  contiguous-grade  contracts  have  been  urged  on  the 
trround  that  they  would  enable  the  manufacturer  to  take  up  cotton 
on  contract.  The  purchases  of  the  spinner  are  usually  in  even-running 
or  contiguous-grade  lots,  and  in  consequence  it  has  been  argued  that  if 
contracts  of  the  latter  character  were  employed,  spinners  would 
actually  take  up  the  cotton  on  such  contracts. 

The  Bureau  of  Corporations  arrived  at  the  conclusion  that  this 
contention  was  not  well  founded, ''  since  the  seller  would  still  have  the 
option  of  selecting  the  particular  range  of  grades  for  each  delivery, 
it  is  urged,  and  with  force,  that  the  buyer  could  have  no  assurance 
that  he  would  obtain  the  grades  which  he  desired."  '*  Even  less,  it 
may  be  added,  would  he  be  likely  to  obtain  the  particular  character 
and  quality  of  staple  which  he  desired. 

Broadly  speaking,  this  view  is  no  doubt  correct  and  it  is  very  likely 
a  sheer  impossibility  to  devise  a  basis  contract  under  which  the 
spinners  will  be  able  to  obtain  any  very  large  proportion  of  their 
cotton  by  taking  delivery  on  future  contracts.  On  the  other  hand, 
it  appears  possible  that  'there  would  be  some  tendency  for  mills  to 
take  up  cotton  on  contract  if  they  knew  that  the  cotton  would  be  of 
three  contiguous  grades.  This  point  of  view  is  apparently  implied 
in  the  letter  addressed  to  the  superintendent  of  the  New  1  ork  Cotton 
Exchant^e  in  1906  from  the  secretary  of  the  American  Cotton  Manu- 
facturer' Association,  inclosing  a  copy  of  resolutions  adopted  by  the 
association.  These  resolutions  included  the  following  relative  to 
changes  in  the  grades  of  cotton  deliverable  on  contract: 

Cotton  to  be  of  anv  grade  from  low  middling  to  fair  inclusive,  and  if  tinged 
or  stained,  not  below' low  middling  (fair  color)  in  value.     *     *     *  , 

No  certificate  of  classification  to  embrace  quahties  more  than  four  quarter 
grades  above  or  below  the  mean  grade  of  the  cotton  covered  m  such  certificate. 

The  letter  referred  to  reads  in  part  as  follows: 

The  resolution  was  unanimously  recommended  by  the  Association  as  a  means 
of  making  contracts  on  your  Exchange  work  to  better  advantage  as  hedges  for 

» It  may  be  observed  that  any  such  operation  would  necessarily  result  in  the  creation  of  overs  which 
roiiH  nnt  he  delivered  on  contract  unless  combined  with  other  lots.  . 

»  rSon  ExchanKe  Report,  op.  cit..  pt.  3,  p.  179.  A  New  Orleans  merchant,  discussing  this  situation  at 
that  time  stated  thft '' It  wouJ J  real  y  be  of  little  benefit  to  a  spinner  if  the  delivery  of  one  contract  was 
restricted\?fh?eeKrades  by  which  I  understand  cotton  averaging  not  more  than  a  hal  grade  up  or  dow n 
or  not  Sore  tha^a  full Vade  up  or  down,  for  the  reason  that  he  might  receive  average  low  middling  when 
l^^^^uwTot  sp°n  anytSng  bolow  average  strict  middling;  therefore,  he.would  have  to  reseU  the  entire 
cont^^t  of  ave?^et?w  Sling  on  the  spot.  •  •  *  What  good  is  it  going  to  do  a  mill  that  uses  avera^ 
St  middhni  Sd  iSeTnothing  below  middling  to  get  a  contract  that  runs  low  midd  mg.  nothing  below 
gdid  oMinarv^    Th^St  that  he  can  resell  it  at  a  slightly  better  premium  is  going  to  be  more  than  offset 

^teio^itfr  a^?pred^°iry'l?rlm^^^XTrti'•L..ual  convention  of  American  Cotton  Manu- 
facturers'  Associatioo. 


»  Cotton  Exchange  Report,  op.  cit.,  pt.  2,  p.  33. 


«  Hearings,  Pt.  II,  p.  294. 
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mills  against  sale  of  goods,  i.  e.,  as  you  well  understand,  a  mill  can  not,  under 
ordinary  conditions,  and  seldom  under  extraordinary  conditions,  use  21  grades 
now  allowable  for  delivery  on  contract.  The  mills  prefer  even  running  grades, 
or  very  nearly  so.  For  instance,  in  buying  average  strict  middling  they  receive 
according  to  New  York  grades;  good  middling,  barely  good  middling,  strict  mid- 
dling, full  middling,  and  middling,  this  being  two  quarter  grades  above  and  two 
quarter  grades  below  the  mean  grade,  which  is  strict  middling.  The  same  applies 
in  any  other  average  grade,  although  the  trade  as  a  rule  does  not  now  consider 
the  "barely's"  and  "fully's,"  but  only  work  on  the  whole  and  half  grades.  You 
will  therefore  realize  and  appreciate  the  grounds  for  the  position  taken  by  manu- 
facturers in  requesting  the  exchanges  to,  if  possible,  arrange  so  that  they  may  buy 
contracts  on  the  Exchanges  and  have  the  cotton  delivered  on  the  contracts, 
thereby  be  able  to  secure  to  a  certain  extent  '*  such  cotton  as  they  may  want, 
and  may  be  able  to  use. 

Section  11.  Advantages  to  merchants  of  contiguous-grade  deliveries. 

Increased  merchantability. — ^At  the  time  of  the  inquiry  of  the 
Bureau  of  Corporations  into  cotton  exchanges  a  prominent  New 
Orleans  cotton  factor  made  the  following  statement: 

The  party  delivering  should  be  compelled  to  specify,  at  the  time  he  issuer 
his  notice,  the  grade  of  cotton  he  proposes  to  tender,  and  should  not  be  permitted 
to  deliver  anything  more  than  one-half  grade  above  or  below,  leaving  him,  of 
course,  the  right  to  tender  any  one  of  the  various  grades  now  specified  by  both 
the  New  York  and  New  Orleans  Exchanges.  In  other  words,  if  a  contract 
calls  for  100  bales  of  middling  cotton  nothing  should  be  below  Strict  Low  Middling 
or  above  Strict  Middling.  The  effect  of  this  notice  to  the  receiver  as  to  what  is 
to  be  tendered  to  him  would  mean  that  if  a  mill  were  tendered  100  bales  of  Good 
Ordinary  cotton,  and  could  not  use  it,  they  would  have  no  trouble  to  place  it 
with  some  mill  or  party  that  was  able  to  use  that  particular  grade.  It  would 
apply  equally  as  well  to  the  receiver  of  cotton,  because,  knowing  about  what  he 
was  to  receive  he  would  have  r\o  trouble  in  hedging,  or  selling  it,  without  being 
compelled  to  retender  it  on  the  New  York  or  New  Orleans  market.  *  *  * 
The  intent  of  delivery  on  contract  is  to  make  a  contract  which  shall  be  equally 
fair  to  the  receiver  as  well  as  to  the  deliverer;  and  that  intent  can  only  be  realized 
by  having  the  receiver  obtain  fair  treatment,  and  getting  100  bales  of  cotton  that 
he  shall  be  able  to  dispose  of  at  least  to  some  spinner. 

In  fact,  it  appears  to  have  been  quite  generally  conceded  by  the 
various  parties  interviewed  in  connection  with  the  inquiry  of  the 
Bureau  of  Corporations,  that  a  future  contract  providing  for  even- 
running  deliveries  ^^  would  be  advantageous  to  buyers  even  though 
of  some  disadvantage  to  sellers.  This  appears  from  the  following 
statement  quoted  from  the  report  of  the  bureau: 

Although  the  advantage  to  the  spinner  of  such  a  restriction  upon  contract 
deliveries  was  regarded  as  problematical,  it  was  generally  admitted  that  even- 
running  deliveries  ^a  would  be  extremely  desirable  in  the  case  of  cotton  merchants. 

In  the  first  place  it  was  pointed  out  that  "Since  the  ordinary  merchant  has 
among  his  customers  numerous  spinners  of  widely  varying  needs,  *  *  ♦ 
even-running  deUveries  would  greatly  facilitate  the  business  of  cotton  merchants, 
in  that  they  would  tend  to  reduce  the  labor  of  sorting  and  segregating  mixed 
deliveries  into  even-running  grades."** 

Any  cotton  with  a  variation  of  not  tnore  than  a  half  grade  is  a  mer- 
chantable lot  and  hence  is  susceptible  of  sale  as  spot  cotton  without 
reclassing  as  well  as  re  tender  able  on  contract.  As  a  Texas  mer- 
chant well  remarks: 

If  you  limit  the  number  of  grades  which  can  be  tendered  on  any  100-bale 
contract,  you  are  forcing  a  merchandising  contract — one  which  can  be  utilized 
by  a  cotton  merchant  with  very  little  additional  expense. 

u  Italics,  the  commission's. 

»  Even  running  deliveries  referred  to  in  the  bureau's  report  are  in  reality  contiguous  grade  oontracta. 

•I  Cotton  Exchange  Report,  op.  cit.,  pt.  3,  p.  183. 


At  the  present  time  each  lot  delivered  may  be  composed  of  mis- 
cellaneous grades  which  can  not  be  resold  to  the  best  advantage 
as  spot  cotton  on  account  of  this  variety-.  The  chief  outlet  for  such 
cotton,  therefore,  without  reassembling,  is  to  retender  it  on  the  futures 
market.  If  the  buy^r  takes  up  lar^e  quantities  on  contract  it  is,  of 
course,  quite  possible  to  re-sort  and  reassemble  the  cotton  into  even- 
running  or  contiguous-grade  lots  and  then  resell  it  as  spot  cotton. 

Relative  advantages  to  small  dealers. — The  practicability  of  doing 
this  is  already  much  greater  in  the  case  of  the  larger  dealers  than  in 
the  case  of  the  smaller.  Obviously  the  possibilities  of  classing  out 
cotton  in  this  fashion  are  much  greater  in  the  case  of  a  receiver 
taking  up  from  2,000  to  5,000  bales  of  cotton  than  in  the  case  of  one 
taking  up  from  200  to  500  bales.  The  latter  runs  a  good  chance 
that  none  of  the  cotton  taken  up  by  him  will  class  into  sufficiently 
uniform  grades  to  constitute  a  lot  which  any  mill  can  spin  and  for 
which  there  is,  in  consequence,  a  ready  market.  In  this  case,  there- 
fore, the  receiver  must  find  sufficient  cotton  to  make  up  contiguous- 
grade  lots  or  else  retender.  In  the  case  of  the  large  receiver  of  cot- 
ton, however,  the  quantity  received  is  so  great  relative  to  the  com- 
paratively limited  number  of  tenderable  grades  that  the  great  bulk, 
if  not  all,  of  it  can  be  classed  out  into  definite  marks,  either  even 
running  or  contiguous  grades.  In  connection  with  the  above  the 
following  excerpt  from  the  report  of  the  Federal  Trade  Commission's 
cotton  conference  is  pertinent: 

Question.  Is  it  not  true  that  a  contract  of  that  character  [even  running  or 
contiguous  grade]  received  by  a  buyer  would  be  a  more  merchantable  kind  of 
contract  than  would  the  present  debvery,  which  might  be  10  bales  of  every  one 
of  the  10  deUverable  grades? 

Mr.  Clayton.  If  you  had  only  100  bales  to  receive  it  certainly  would.  If 
you  had  500  bales  to  receive,  it  would  be  in  a  much  less  degree.  If  you  had 
1,000  bales  to  receive  it  would  not  make  any  difference.^* 

Moreover,  even  if  this  were  not  the  case,  the  large  receiver  of  cotton 
on  contract  may  possess  at  present  a  considerable  advantage  over 
the  smaller  if  he  has  a  stock  of  spot  cotton  in  the  contract  rnarket, 
since  his  contract  receipts  can  be  more  readily  combined  with  his 
spot  cotton  stocks  into  contiguous-grade  lots  for  sale  in  the  spot 

market. 

Under  present  conditions,  therefore,  it  would  seem  that  the  larger 
spot  mercnants  possess  a  greater  advantage  over  the  smaller  in  taking 
up  cotton  on  contract  than  would  be  the  case  If  contiguous-grade 
lots  were  required  to  be  delivered.  The  relatively  greater  merchant- 
ability of  the  latter  should,  it  would  appear,  enable  smaller  dealers 
to  take  up  cotton  on  contract  and  resell  it  in  the  spot  market  to 
advantage.  In  consequence  it  is  to  be  expected  that  contracts  would 
be  purchased  to  a  greater  extent  for  the  purpose  of  obtaining  cotton, 
particularly  by  the  smaller  dealers.  If  greater  merchantability  will 
induce  dealers  to  take  cotton  on  contract  more  readily  there  will  be 
less  tendency  to  run  from  the  delivery  notices. 

Relation  to  competition. — The  effect  on  competition  of  this  increased 
merchantability  of  the  deliveries  should  not  be  overlooked.  As  has 
been  elsewhere  observed  in  this  report,  35  to  60  ner  cent  of  the 
entire  cotton  crop  of  the  United  Staets  is  handled  by  less  than  25 
large  spot  merchants.    The  desirabifity  of  this  situation  is  at  least  open 

••  Hearings,  Pt.  II,  pp.  478-479. 
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to  question  and  it  seems  possible  that  the  development  of  a  more 
merchantable  contract  such  as  would  be  afforded  by  contiguous-grade 
deliveries  might  have  the  effect  of  introducing  an  added  element  of 
competition  into  the  business  by  enabling  the  smaller  and  less  highly 
organized  dealers  and  merchants  to  obtain  a  larger  volume  of  mer- 
chantable cotton  than  it  is  now  possible  for  them  to  obtain.  Such  a 
result  might  be  facilitated  by  providing  in  contracts  that  storage 
should  not  begin  to  run  against  the  receiver  until  a  few  days,  say 
five,  after  the  delivery  of  the  receipts.  This  would,  of  course,  involve 
a  somewhat  higher  price  for  the  contract,  but  would  have  the  advan- 
tage of  allowing  the  receiver  a  few  days  in  which  to  decide  what  he 
should  do  with  the  cotton  received  on  futures.  It  may  be  doubted 
whether  the  increase  in  price  of  the  contract  resulting  from  such  a 
provision  would  be  sufficient  to  constitute  a  serious  objection  to  such 
a  plan.  In  connection  with  southern  warehouse  delivery,  such  an 
arrangement  might  be  particularly  desirable  in  order  to  render  the 
contract  more  acceptable  to  a  buyer  who  might  be  inclined  to  take 
delivery  but  who  did  not  have  branch  offices  at  every  delivery 
point. 

Notice  of  grades  tendered. — In  any  case  it  would  appear  desirable 
that  the  notice  of  delivery  should  specify  the  giade  or  grades  to  be 
delivered,  thus  giving  the  buyer  five  days  in  which  to  decide  what  he 
will  do  with  the  grades  in  question.  The  common  objection  to  speci- 
fying the  grades  to  be  delivered  is  that  the  cotton  which  the  seller 
expects  to  tender  has  not  yet  arrived  or  has  not  yet  been  certificated, 
and  that  in  consequence  the  seller  does  not  know  what  certification 
will  show.  Another  objection  is  that  between  the  time  of  the  issuance 
of  the  notice  and  the  delivery  date  the  seller  has  a  customer  for  the 
cotton  specified  in  the  delivery  notice  and  wishes  to  substitute  other 
cotton. 

The  report  of  the  Bureau  of  Corporations  recommended  that  de- 
livery notice  should  specify  the  deliverable  grades  and  this  recommen- 
dation seems  deserving  of  indorsement.  In  regard  to  this  proposal 
and  the  objections  thereto  the  bureau  concluded: 

The  suggestion  in  question  seems  eminently  fair.  The  occasional  incon- 
venience to  which  the  seller  might  be  put  seems  altogether  unimportant  as  com- 
pared with  the  constant  inconvenience  to  which  the  buyer  is  subjected  owing 
to  his  complete  ignorance  of  the  kind  of  cotton  he  is  to  receive.  By  the  time  the 
seller  issues  his  notice  to  the  buyer  he  should  be  prepared  to  supply  a  certain 
grade  or  certain  grades  of  cotton;  and  while  it  might  happen  that  ui  the  few 
days  pending  the  actual  delivery  he  could  make  better  disposition  of  hi«  cotton 
m  the  spot  market,  this  is  a  minor  consideration.-* 

It  is  presumably  unnecessary  to  add  that  if  southern  delivery  is 
adopted  the  delivery  notice  for  each  contract  should  state  not  only  the 

frade  or  grades  but  also  the  dehvery  point  at  which  the  cotton  will 
e  tendered. 

Section  12.  Relation  of  contignons-grade  contracts  to  hedging. 

Results  of  increased  merchantability. — From  the  foregoing  discus- 
sion it  would  appear  that  contiguous-grade  contracts  would  increase 
the  merchantability  of  the  dehvery.  If  this  view  is  correct,  this  form 
of  contract  would  be  a  means  of  improving  the  hedging  facilities  of 
the  cotton  futures  market.  Such  a  change  should  in  the  first  place 
tend  to  render  the  contract  delivery  of  a  character  more  like  the 
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delivery  made  by  merchants  on  spot  sales,  which  results  should  tend 
to  establish  a  more  stable  relationship  between  the  spot  and  the 
futures  markets  and  render  it  easier  for  the  hedgers  to  get  in  and  out 
of  the  market  without  loss. 

Effect  on  discounts  and  squeezes. — On  the  other  hand,  a  contiguous- 
grade  contract  can  not  be  expected  to  check  or  to  diminish  squeezes 
of  the  near  positions.  Neither  can  this  change  go  very  far  in  check- 
ing the  discounts  of  the  distant  months  under  the  nears,  nor  decrease 
the  discounts  of  futures  under  spots.  The  lack  of  any  carrying 
charge  premiums  on  the  nearer  options  over  spots  no  doubt  has  some 
tendencjr  to  increase  the  discount  of  the  distant  options  under  the 
near  positions,  since  the  discounts  of  the  nears  under  the  spots  will 
cause  the  seller  of  hedges  to  place  them  in  the  distant  rather  than  the 
near  months. 

Much  more  important,  however,  in  producing  the  discounts  of  the 
distants  under  tne  nears  are  the  frequent  squeezes  of  the  latter 
positions  which  are  responsible  for  hedge  sellers  always  going  into 
the  more  distant  months,  thus  creating  a  heavy  pressure  of  selling 
hedges  in  the  distants  while  little  of  such  pressure  is  exerted  in  the 
nears.  It  might  seem,  as  has  been  suggested,  that  a  contiguous-grade 
contract  would  induce  a  sufficient  volume  of  buying  of  the  nearer 
positions  by  persons  intending  to  take  delivery  as  to  induce  a  closer 
relationship  between  the  spots  and  futures  which  would  render  it 
theoretically  more  practicable  to  sell  hedges  in  the  nears  rather  than 
in  the  distants. 

To  adopt  either  an  even-running  or  contiguous-grade  contract, 
however,  undoubtedly  means  a  restriction  upon  the  options  of  the 
seller  as  to  the  grades  to  be  delivered.  It  appears  generally  to  be 
conceded  that  the  necessary  effect  of  the  adoption  of  this  form  of 
contract  is  to  increase  the  price  of  futures  relative  to  spots,  or,  to 
put  it  another  wa^,  to  decrease  discounts  of  futures  under  spot§.  This 
proposal  necessarily  restricts  the  option  of  the  seller  as  to  delivery 
since  it  eliminates  the  possibility  of  the  delivery  of  miscellaneous  lots 
on  any  one  contract. 

At  the  Trade  Commission's  cotton  conference,  W.  L.  Clayton, 
one  of  the  New  York  Cotton  Elxchange  representatives,  made  the 
following  statement  ^vith  reference  to  the  increase  in  value  under  the 
contiguous  grade  contract  as  compared  with  the  present  contract: 

Question.  You  do  not  think  that  the  contiguous  grade  contract  would  elevate 
the  future  more  than  a  very  few  points,  do  you? 

Mr.  Clayton.  I  think  it  would  vary  with  conditions.  At  times  it  would  be 
15  or  20  iK)ints,  probably. 

Question.  It  probably  would  not  run  as  high  as  50  under  any  conditions, 
would  it? 

Mr.  Clayton.  I  don't  think  so.'* 

This  form  of  contract  would  render  delivery  more  difficult,  and, 
taken  alone,  therefore,  may  be  criticized  as  simply  lending  itself  to 
the  manipulation  of  the  market  by  way  of  squeezes  in  the  near  op- 
tions, thereby  tending  to  accentuate  the  discounts  of  the  distants 
under  the  nears  at  least  in  so  far  as  the  fear  of  squeezes  of  the  near 
positions  tends  to  produce  hedging  pressure  on  tne  distant  months. 
To  this  the  relatively  higher  value  of  the  contract,  as  compared  with 
Bpot,  can  not  be  regarded  as  an  offset,  since  with  increased  squeeze 
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operations  the  stability^  of  the  spot  future  spread  might  be  even  less 
well  maintained  than  it  is  at  present. 

Relation  to  southern  deliveries. — These  criticisms  are  largely  avoided 
if  the  even-running  or  contiguous-grade  proposition  is  combined  with 
southern  warehouse  delivery.  Whether  without  the  latter  these 
changes  in  the  grades  deliverable  on  contract  would  improve  the 
hedging  facilities  of  the  New  York  future  market  is  open  to  grave 
question  in  view  of  the  apparently  increased  possibilities  of  squeezes 
which  any  such  form  of  contract  would  afford.  At  least  it  may  be 
accepted  that  the  adoption  of  a  contiguous-grade  contract  is  very 
much  more  open  to  question  if  southern  warehouse  delivery  is  not 
adopted  than  if  it  is. 

The  reason  lies  in  the  fact  that  the  theory  of  southern  warehouse 
dehvery  is,  at  least  in  part,  that  it  will  tend  to  reduce  the  possibiUties 
of  squeezes  by  facilitating  delivery.  As  indicated  elsewhere  (chaps. 
8  and  9),  a  system  of  southern  deliveries  should,  by  reducing  the 
possibilities  in  this  direction,  also  reduce  the  tendency  of  the  distant 
positions  to  go  to  a  discount  under  the  nears.  If  selling  hedgers  no 
longer  fear  a  squeeze  in  the  delivery  month  it  is  logical  to  assume 
that  the  month  sold  will  conform  more  nearly  to  the  expected  time  of 
sale  of  the  spot  cotton.  Selling  hedges,  therefore,  instead  of  being 
placed  almost  solely  in  the  distant  positions  will  be  more  evenlv  dis- 
tributed throughout  the  year  in  accordance  with  the  sales  of  spot 
cotton  made  bv  the  hedger,  and  considerable  selling  pressure  on  the 
distants  will  thus  be  removed.  This  in  turn  shouM  tend  to  create 
premiums  on  the  fars  as  compared  with  the  nears  in  accordance  with 
the  carrying  charge  theory.  To  such  a  possible  development  the 
even-running  or  contiguous -grade  contract  should  be  a  valuable 
supplement. 

Relation  to  southern  delivery  differentials. — If  southern  warehouse 
delivery  were  adopted,  the  tendency  of  such  a  system  would  be  to 
reduce  the  value  of  the  contract  by  reason  of  the  fact  that  the  seller 
is  given  an  option  as  to  the  place  of  delivery  in  addition  to  the  two 
options  already  possessed  by  him  as  to  the  grades  to  be  delivered  and 
as  to  the  time  of  delivery  within  the  delivery  month.  In  consequence 
the  adoption  of  a  contiguous-grade  contract  would  tend  in  a  measure 
to  prevent  both  the  reduction  in  the  value  of  the  contract  and  the 
increase  in  the  spot  future  spread  (discount) ,  which  might  accompany 
the  adoption  of  southern  delivery. 

Another  question  that  must  be  settled  in  connection  with  southern 
delivery  is  as  to  whether  or  no  the  dehveries  at  southern  points 
shall  be  made  at  a  differential  under  New  York.  The  New  York 
future  price  theoretically  represents  the  value  of  cotton  at  southern 
points  plus  the  cost  of  getting  it  to  New  York.  If,  theFefore,  delivery 
IS  to  be  made  at  southern  points  without  any  differential  it  is  obvious 
that  the  price  of  the  New  York  future  will  tend  to  be  lower  than  it  is 
under  the  present  system  by  approximately  the  amount  of  the  freight 
and  handling  charges  involved  in  the  making  of  delivery  at  New  York 
City,  in  addition  to  any  reduction  in  value  resulting  from  the  additional 
option  of  the  seller  as  to  place  of  delivery.  Under  such  conditions 
it  would  appear  more  desirable  that  a  contiguous-grade  contract 
should  be  employed  than  if  deliveries  in  the  South  are  made  at  a 
differential  either  arbitratry  or  equivalent  to  the  amount  of  the  freight 
and  handling  charges,  since  the  reduction  of  the  value  of  the  con- 
tract would  be  greater  without  the  differential. 
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Moreover,  the  estabhshment  of  fair  differentials  for  delivery  in- 
volves some  complications  in  their  proper  adjustment,  complica- 
tions which  would  be  increased  if  many  delivery  points  were  used 
and,  also,  if  interior  as  well  as  port  points  were  employed.  How  far 
contiguous-grade  contracts  would  offset  the  reduction  in  the  value 
of  the  contract  resulting  from  the  avoidance  of  freight  and  handling 
charges  at  New  York  on  delivery,  is  a  question  which  might  be 
considered  in  this  connection. 

An  objection  to  the  use  of  the  contiguous-grade  contract  as  a 
substitute  for  a  differential  is  that  it  would  not  increase  the  future 
contract  price  sufficiently  to  more  than  partially  compensate  the 
decline  in  value  of  the  New  York  contract  price  if  southern  delivery 
without  differentials  is  emplo3^ed. 

Possible  hear  manipulation  under  southern  delivery. — ^Another 
reason  for  the  adoption  of  a  contiguous-grade  dehvery  as  a  part  of  a 
system  of  southern  delivery  has  to  do  with  the  possibilities  of  bear 
manipulation  and  the  effect  of  southern  dehvery  on  the  small  dealer. 
As  already  stated,  one  of  the  principal  complaints  against  the  form  of 
contract  in  use  prior  to  the  passage  of  the  United  States  cotton  futures 
act  was  the  mixture  of  graaes  dehvered  on  a  single  contract  dehvery. 
Regarding  this  matter  the  Bureau  of  Corporations  said: 

It  appears  reasonably  certain  that  the  privilege  of  tendering  a  miscellaneous 
assortment  of  grades  in  the  New  York  market  has  at  times  been  abused  by 
individual  deliverers.  Such  abuses  are  not  confined  to  the  New  York  market, 
although  they  appear  to  have  occurred  with  special  frequency  there  *  *  *. 
Whenever  an  active  market  campaign  is  in  progress,  feeling  between  the  two 
factions  in  the  market  is  likely  to  be  more  or  less  acute,  and  at  such  times  the 
seller  who  is  compelled  to  provide  cotton  in  satisfaction  of  his  contract  may  be 
disposed  to  "get  even"  with  the  buyer  by  making  the  tender  unnecessarily 
objectionable.  *  *  *  Tenders  are  ordinarily  so  mixed  as  to  be  objectionable. 
The  opportunity  is  clearly  open  for  abuse  of  this  privilege  in  either  the  New  York 
or  the  New  Orleans  market.'^ 

Southern  warehouse  delivery  necessarily  raises  this  question  in 
acute  form  since,  by  distributing  the  deliveries  among  various  points, 
large  speculators  would  be  able  to  deliver  hundreds  of  bales  without 
the  receiver  being  able  to  class  out  more  than  a  small  proportion  into 
100-bale  merchantable  lots;  i.  e.,  even-running  or  contiguous-grade 
of  100  bales  or  more.  For  example,  with  10  dehverable  grades  and 
5  delivery  points  but  without  a  contiguous-grade  contract,  a  large 
merchant  could  deliver  more  than  a  thousand  bales  of  cotton  to  a 
single  receiver  without  that  receiver  being  able  at  any  one  point  to 
class  out  100  bales  of  3  contiguous  grades. 

If  there  are  several  receivers  a  seller  could  imquestionably  under 
a  southern  warehouse  system  deUver  very  large  quantities  oi  cotton 
in  decidedly  unmerchantable  lots.  To  the  larger  merchants  this 
might  not  be  a  very  serious  matter.  It  is  possible  that  some  of 
such  dealers  will  have  stocks  at  most  of  the  delivery  points  and  will, 
therefore,  be  able,  regardless  of  the  character  of  the  delivery,  to 
recombine  it  with  their  own  stocks.  With  the  smaller  merchant, 
however,  the  case  is  otherwise.  He  will  not  have  a  stock  at  most 
points,  perhaps  even  at  none.  It  is  highly  important  to  him,  there- 
lore,  that  the  cotton  he  obtains  on  delivery  shall  be  as  nearly  a 
merchantable  lot  as  possible.  It  may  well  be  argued  that  for  the 
protection   of   the  smaller  merchants   under   southern   delivery    a 
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contiguous-^ade  contract  is  necessary.  The  followingr  statement 
of  one  of  the  smaller  merchants  in  the  South  Atlantic  States  is  of 
interest  in  this  connection: 

If  the  three  contiguous-grades  contract  is  put  into  effect  the  results  will  be 
highly  desirable.  Such  a  contract  would  be  easy  to  fill — not  as  easy  as  the 
present  contract  of  course,  but  sufficiently  bo  to  be  practicable.  It  is  a  con- 
tract that  is  practically  a  mark,  so  much  so  that  it  can  lye  easily  sold  to  a  mill 
or  for  export.  Such  a  contract  would  be  necessary  under  the  southern  ware- 
house delivery  system,  because  it  would  result  in  a  merchantable  contract  being 
delivered  at  each  point.  Under  the  present  contract,  we  would  be  put  to  con- 
siderable trouble  and  expense  if  wc  were  tendered  100  B/C  at,  sav,  some  Texas 
point,  where  we  have  no  office  and  do  not  carry  a  stock  if  this  100  bales  of 
cotton  consisted  of  all  ten  grades  now  deliverable.  Under  the  three  contiguous- 
grades  contract  we  could  ship  this  100  B/C  to  some  mill  or  mercliant.  The 
three  contiguous-grades  contract  would  be  sufficiently  valuable  to  make  sellers 
ask  higher  prices  and  to  warrant  buyers  paying  better  prices  and  consequently 
the  discoimts  would  at  least  tend  to  be  less  than  at  present — though  this  is  a 
debatable  point. 

It  would,  moreover,  seem  important  for  the  protection  of  the 
smaller  merchant  that  too  large  a  nujnber  of  southern  delivery  points 
should  not  be  adopted  even  with  the  contiguous-grade  contract. 
Under  southern  delivery  the  ability  of  the  large  dealers  to  manipulate 
the  futures  market  by  exploiting  deliveries  should  be  lessened  if  a 
more  merchantable  delivery  consisting  of  contiguous  grades  is  em- 
ployed than  if  the  present  contract  is  left  in  effect.  Also  the  small 
merchants  will  be  m  a  better  position  to  accept  deliveries.  While 
the  requirement  of  the  delivery  in  contiguous-grade  lots  may,  there- 
fore, be  regarded  as  in  the  nature  of  a  partial  offset  to  the  alleged 
advantages  of  the  larger  merchants  under  southern  certification  and 
delivery,  this  offset  may  in  part  be  counteracted  if  too  many  delivery 
points  are  adopted. 

In  fact,  one  of  the  most  frequently  occurring  objections  to  southern 
delivery  is  the  possibilities  of  bear  manipmation.  The  following 
statement  is  fairly  typical: 

I  can  not  see  any  benefit  to  be  derived  from  having  deliveries  at  southern  pointe, 
and  on  the  contrary  I  can  see  possibly  a  great  deal  of  disaster  in  store  for  the 
producer  or  farmer.  It  would  mean  that  large  interests  in  the  cotton  busi- 
ness *  ♦  ♦  would  own  or  control  compresses  at  the  points  and  would  hold 
a  club  of  a  large  amount  of  cotton  ready  to  tender  on  a  moment's  notice  on  con- 
tracts, and  the  mere  fact  that  it  was  simply  possible  to  give  200,000  or  300,000 
bales  of  cotton  would  be  suflScient  influence  to  scare  everybody  out  of  the  con- 
tracts.^ 

If  it  can  be  assumed  that  any  such  result  is  to  be  anticipated  from 
southern  delivery,  a  fact  by  no  means  admitted  by  most  dealers,  it 
seems  probable  that  a  contiguous  grade  contract  would  serve  to  some 
extent  to  check  any  such  enect  through  the  fact  that  buyers  woidd 
more  readily  be  found  if  the  cotton  to  be  delivered  was  in  contiguous- 
grade  lots. 

Section  13.  Other  proposals  for  revision  of  deliverable  grades. 

Various  proposals  have  been  made  looking  to  increasing  the  value 
of  the  contract.  It  has  been  proposed  that  the  buyer  should  be 
allowed  to  call  the  grade  on  one-half  of  the  contract.  Other  sugges- 
tions which  have  been  made  are  that  the  seller  should  be  allowed  to 
deliver  not  more  than  two,  or  not  more  than  three,  or  not  more  than 
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four  different  grades  on  any  one  contract.  Another  proposal  is  that 
the  cotton  deliverable  should  average  out  to  middling;  that  is  to  say, 
that  the  buyer  could  deliver  any  grades  that  he  desired  but  that  the 
proportion  of  the  grades  above  and  below  middling  should  be  so 
distributed  that  the  average  of  the  lot  would  be  equivalent  to  mid- 
dling, though  perhaps  not  a  bale  in  the  entire  delivery  was  actually 
middling  cotton.  ^  Still  another  proposal  has  been  that  no  more  than 
certain  proportions  of  the  bales  on  contract  should  be  of  certain 
lower  grades. 

In  May,  1920,  Senator  Comer,  of  Alabama,  mtroduced  an  amend- 
ment to  the  Agricultural  appropriation  bill  (S.  4415)  which  read  as 
follows : 

Be  it  enacted,  etc.,  That  subdivision  3  of  section  5  of  the  United  States  cotton 
futures  act,  approved  August  11,  1916,  be  amended  by  adding  at  the  end  thereof 

the  following:  ,      ^^  ^        j.   e4,x,- 

"  Provided,  That  in  case  of  contracts  made  thirty  days  after  the  enactment  of  this 
amendatory  act,  in  which  the  parties  have  not  specified  the  basis  grades,  at  least 
one-half  of  each  lot  of  cotton  tendered  for  delivery  under  such  contract  shall  be 
of  standard  grade  of  middling  or  above  and  each  hundred  bale  lot  tendered  for 
delivery  under  such  contract  shall  consist  of  not  more  than  four  different  standard 
grades  and  not  less  than  twenty-five  bales  of  each  of  such  grade." 

To  all  of  these  proposals  a  number  of  objections  may  be  raised. 
In  the  first  place,  it  is  not  apparent  that  any  of  them  will  render  it 
more  practicable  for  the  spinner  to  obtain  cotton  on  contract. 
Seconmy,  there  is  no  reason  for  assuming  that  contracts  such  as  the 
foregoing  will  appreciably  improve  the  merchantability  of  the  con- 
tract lot"*  received  on  contract.  Thirdly,  although  it  may  probably 
be  assumed  that  any  one  of  them  will  tend  to  increase  the  value  of  the 
contract,  it  does  not  necessarily  follow  that  they  will  improve  the 
hedging  facilities,  which  improvement  is  presumably  the  thing  to  be 
desired.  If  the  buyer  is  to  Tbe  permitted  to  select  one-half  the  grades 
on  the  contract,  it  seems  probable  that  the  market  would  tend  to 
become  even  more  narrow  than  when  specific  grades  contracts  are 
employed.  In  the  case  of  the  sale  of  the  lattef  type  of  contract  the 
seller  at  least  knows  what  he  is  obligated  to  deliver,  whereas  in  the 
former  it  is  absolutely  impossible  to  forecast  what  the  buyer  will 
demand  on  his  half  of  the  contract.     A  leading  spot  merchant  says: 

■  The  range  of  grades  accepted  by  my  firm,  for  instance,  covers  21  separate 
qualities,  or  more  than  twice  as  many  as  the  future  contract  carries.  During 
the  present  cotton  season  mv  firm  has  bought  well  over  half  a  million  bales  in 
the  interior,  and  certainly  over  90  per  cent  of  that  cotton  was  bought  **  basis 
middling,"  giving  to  the  seller  the  right  to  make  delivery  from  21  different  grades. 
Due  to  the  lack  of  demand,  we  have  this  season  used  the  future  markets  for 
"hedging"  our  purchases  to  a  greater  extent  than  ever  before.  Does  it  not 
stand  to  reason  if  we  buy  actual  cotton,  giving  the  seller  the  right  to  choose 
from  21  grades  in  making  his  deliveries,  we  can  not  very  well  hedge  it  with  a 
contract  giving  the  buyer  the  right  to  name  the  grades  for  half  the  quantity? 

The  risk  and  uncertainty  would  no  doubt  force  the  price  of  such 
contracts  to  a  relatively  high  figure,  since  sellers  would  tend  to  demand 
heavy  premium  for  the  risk  involved.  Moreover,  it  may  well  be 
doubted  that  any  but  a  large  firm  buying  a  great  variety  of  grades  of 
cotton  would  be  able  or  willing  to  sell  this  kind  of  a  contract.  It 
seems,  therefore,  entirely  safe  to  conclude  that  the  adoption  of  any 
such  form  of  contract  would  render  the  hedge  less  satisfactory  rather 
than  improve  the  situation  in  this  regard. 

Similar  objections  may  be  made  to  the  other  suggested  forms  of 
contract  though  perhaps  in  a  less  degree.     If  the  thmg  to  be  desired 
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is  merely  an  increase  in  the  value  of  the  contract  through  limitations 
in  the  option  of  the  seller,  any  one  of  them  might  be  advantageous. 
One  thing  that  is  sought,  however,  is  a  means  of  improving  the 
hedging  facilities  of  the  futures  market  bv  securing  a  more  stable 
relationship  between  spots  and  futures.  While  there  appears  to  be 
some  possibility  that  this  may  be  brought  about  by  means  of  a  more 
merchantable  delivery,  it  seems  exceedingly  doubtful  that  it  can  be 
effected  through  arbitrary  changes  in  the  dehverable  grades  which 
tend  to  restrict  the  volume  of  trading. 

Section  14.  Conclnsion. 

A  careful  study  of  the  various  proposals  which  have  been  made  for 
changes  in  the  grades  of  cotton  dehverable  on  future  contracts  leads 
to  the  concliLsion  that  the  only  change  relating  to  grades  that  promises 
an  improvement  in  the  present  system  of  cotton  future  trading  is 
the  contiguous-grade  contract. 

Contiguous-grade  deliveries  constitute  more  merchantable  lots  of 
cotton  than  do  present  deliveries.  They  conform  substantially  to 
the  manner  in  wnich  spot  cotton  is  handled  by  merchants  in  their 
sales  to  mills.  The  adoption  of  such  a  requirement  should,  by  in- 
creasing the  merchantability  of  the  contract  delivery,  exercise  a 
favorable  influence  on  the  spot-future  spread.  Such  a  revision, 
however,  is  not  reconmiended  imless  combined  with  a  system  of 
southern  warehouse  deliveries. 

As  pointed  out  in  detail  in  connection  with  the  discussion  of  the 
various  revision  proposals,  it  is  practically  impossible,  so  long  as  no 
other  changes  in  the  contract  are  made,  further  to  restrict  the  option 
of  the  seller  with  references  to  deliverable  grades  without  increasing 
the  possibilities  of  manipulation  and  rendermg  present  hedging  facili° 
ties  even  less  satisfactory  than  they  now  are.  This  would  appear  to 
apply  to  contiguous-grade  contracts  as  well  as  to  other  suggested 
restrictions  of  the  grades  dehverable  on  contract.  Unless,  therefore, 
some  means  are  adopted  to  reduce  the  possibilities  of  manipulation  in 
the  futures  market  it  would  not  appear  to  be  wise  to  adopt  the  con- 
tiguous grade  requirement  for  dehveries  on  futures. 

if  southern  warehouse  deUvery  is  adopted,  this  objection  falls. 
The  contiguous-grade  contract  should  be  adopted  as  part  of  the 
southern  warehouse  delivery  svstem,  as  an  offset  to  the  additional* 
option  of  the  seller  as  to  the  place  of  delivery  and  in  order  that  the 
dealer  taking  dehvery  will  receive  a  merchantable  lot  of  cotton 
though  at  a  point  which  may  not  be  most  satisfactory  to  him. 


Chapter  VIII 

PROPOSED  SOUTHERN  DELIVERIES  ON  NEW  YORK 

CONTRACTS 

Section  1.  Introdnction. 

History  of  proposal. — For  over  20  years  the  question  of  southern 
warehouse  deliveries  has  been  before  the  cotton  trade.  The  usual 
form  of  the  proposal  is,  briefly,  that  witli  respect  to  future  contracts 
made  in  the  New  York  market  the  delivery  of  the  cotton  may  be 
made  at  specified  southern  markets,  or  at  New  York,  at  the  option 
of  the  seller.  Thus,  a  seller  of  a  New  York  contract  for  January 
delivery  would  have  the  option  of  delivering  100  bales  of  cotton, 
under  certain  restrictions,  of  course,  at  any  one  of  several  specified 
markets  in  the  South  or  at  New  York.*  Plans  or  proposals  to  this 
effect  are  also  called  ''outside  dehveries '^  or  "southern  certification." 

Every  few  years  this  Question,  in  some  form  or  other,  has  been 
brought  up,  studied  and  discussed,  but  never  settled.  Most  of  the 
discussion  on  the  subject  has  been  concerned  with  the  application  of 
the  plan  to  the  New  York  market,  since  it  is  the  one  most  frequently 
alleged  to  be  in  need  of  this  or  some  other  plan.  It  is  believed, 
however,  by  most  of  those  in  favor  of  the  plan  that  the  same  system 
should  be  applied  to  New  Orleans.  The  consideration  of  this  subject 
herein  is  directed  primarily  to  delivery  on  New  York  contracts. 

In  1903  a  special  committee  was  appointed  by  the  New  York 
Cotton  Exchange  to  study  the  possibilities  of  extending  the  New 
York  warehousing  and  certificating  system  to  southern  markets. 
This  committee  made  several  reports,  the  first  in  May,  1903.  All 
of  the  reports  issued  by  this  committee  were  favorable  to  the 
plan  and  strongly  urged  its  adoption.  Apparently  the  results  of 
this  committee's  work,  extending  over  a  numoer  of  years,  were  never 
submitted  to  the  membership  for  final  action. 

As  nearly  as  can  be  ascertained  at  this  late  date  the  proposal  was 
dropped  chiefly  because  of  fear  of  changing  the  established  order 
of  tnings  and  because  of  lack  of  confidence  in  the  reliability  of  southern 
cotton-warehouse  receipts.  In  addition,  there  were  some  difificultiea 
in  connection  with  the  inspection  and  classification  of  cotton.  The 
classification  difliculty  no  longer  exists.  The  reasons  for  advocating 
southern  certification  at  this  time  were  much  the  same  as  those 
prevailing  today,  except  that  in  1903  and  thereabouts  it  was  more 

Generally  thought  that  the  plan  would  result  in  New  York  once  more 
ecoming  a  large  spot  market.  It  should  not  be  understood  that 
the  trade  as  a  whole  was  in  favor  of  southern  warehouse  deliveries 
at  this  time,  1903-1907.  Then,  as  now,  many  cotton  merchants  op- 
posed the  plan,  and  many  members  of  both  the  futures  exchanges 
apparently  continue  to  be  strongly  opposed  to  the  suggested  change. 

1  It  should  be  understood  that  the  plans  do  not  contemplate  that  deliveries  of  one  contract  lot  of  100 
may  be  made  at  mora  than  one  market. 
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In  the  past  decade  several  attempts  have  been  made  to  re^ve 
interest  in  the  southern  warehouse  delivery  system.  In  1922  the 
directors  of  the  Dallas  Cotton  Exchange  sent  a  petition  or  memorial 
to  several  members  of  Congress  and  to  10  cotton  exchanges  urging 
the  adoption  of  some  system  of  southern  warehouse  deliveries,  the 
petition  stating,  in  part,  that — 

the  opportunity  is  offered  any  firm  or  group  of  firms,  who  are  strong  enough 
financially,  to  bring  about  an  unnatural  and  unwarranted  price  on  one  particular 
option,  as  compared  with  the  selling  value  of  cotton  in  any  of  the  other  markets 
of  the  world,  to  the  detriment  and  loss  of  the  legitimate  trade  who  have  sold  or 
purchased  said  option  against  spot  cotton  in  the  South,  and  without  adding  one 
point  to  the  value  of  the  rest  of  the  crop  as  a  whole. 

Present  status  of  proposal.— In  the  early  summer  of  1923  the  New 
York  Cotton  Exchange,  in  response  to  numerous  complaints  from 
spinners  and  merchants,  appointed  a  special  committee '  to  ascer- 
tain some  means  of  overcoming  the  faults  of  the  New  York  cotton 
market.  The  chief  burden  of  these  complaints  was  that  the  New 
York  futures  market  was  frequently  manipulated  and  that  it  did  not, 
in  consequence,  furnish  a  satisfactory  hedge.     (See  also  Chap.  Ill, 

pp.  80-81  and  83.) 

This  special  committee  decided  to  study  ihc  possibdities  of  southern 
warehouse  deliveries  first,  because  the  members  of  the  committee  felt 
that  this  proposal  had  more  possibilities  for  securing  the  desired 
results  than  any  other  scheme.  After  some  months  the  committee 
had  not  finished  its  work  but  it  had  decided  tentatively  that  some 
form  of  southern  warehouse  deliveries  was  necessary  and  would  do 
much  to  overcome  the  features  of  the  New  York  cotton  market  con- 
cerning which  there  had  been  so  much  complaint. 

Dunng  the  course  of  the  field  work  on  the  cotton  inquiry  in  the 
spring  and  summer  of  1923,  the  commission's  agents  found  that 
sentiment  among  the  southern  merchants.  New  Orleans  excepted, 
was  strongly  in  favor  of  southern  warehouse  deliveries  on  New  York 
contracts.  For  example,  of  15  firms  at  Norfolk  interviewed  on  the 
question  of  southern  warehouse  deliveries,  11  firms  were  in  favor  of 
the  proposal,  2  firms  were  opposed,  while  2  firms  would  not  express 
an  opinion  because  of  not  having  considered  the  matter.  The  New 
Orleans  interviews  show  a  reverse  position,  though  not  so  strongly 
opposed  to  the  plan  as  the  Norfolk  merchants  were  in  favor  of  it. 
'nie  cotton  cooperative  marketing  associations  generally  are  quite 
strongly  in  favor  of  southern  deliveries.  Of  all  those  interviewed  in 
the  South,  over  60  per  cent  were  in  favor  of  southern  deliveries.  The 
rest  either  were  opposed  or  did  not  feel  competent  to  express  an  opinion. 

It  should  be  said  that  many  of  those  who  stated  that  they  favored 
the  adoption  of  southern  warehouse  deliveries  did  so  apparently 
without  having  given  the  matter  much  thought.  Furthermore,  some 
of  these  took  this  position  because  they  believed  the  plan  would  help 
their  own  market,  and  conseauently,  themselves.  On  the  other  hand, 
many  of  those  against  the  plan  had  given  it  very  little  thought  and 
quite  a  few  were  opposed  merely  because  they  feared  a  change  as 
such,  while  some  were  opposed  for  purely  selfish  reasons. 

The  question  of  southern  warehouse  deliveries  is  so  important 
that  it  was  included  in  the  list  of  matters  to  be  discussed  at  the 


« This  cominitt««  consisted  of  seven  members  of  the  exchange,  spinners,  warehousemen,  merchants,  and 
futiie  brSerelXgrepresented.  It  is  of  interest  and  of  importance  thiit  this  oommittae  is  regarded  as  one 
of  the  fctrongest  ever  appointed  by  the  exchange  for  any  purpose. 
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cotton  conference  held  by  the  commission  early  in  November,  1923. 
The  conference  lasted  three  davs  and  much  of  the  time  was  devoted 
to  a  discussion  by  the  trade  of  the  arguments  for  and  against  southern 
warehouse  deliveries.  ^ 

Section  2.  Reasons  advanced  by  the  trade  for  southern  deliveries. 

Those  in  favor  of  southern  warehouse  deliveries  had  numerous 
reasons  for  their  support  of  the  plan,  the  more  important  being  set 
forth  below. 

As  a  means  of  c7ieclcin{f  manipulation. — It  is  qiiite  generall}'  held 
by  those  in  favor  of  southern  warehouse  deliveries  that  New  York 
future  prices  frequently  are  manipulated.  This  manipulation  has 
been  manifested,  as  a  rule,  by  a  squeeze  of  the  near  position  (or  neai* 
option).  It  was  charged  by  many  that  poweiful  traders  forced  un- 
natural price  situations  on  the  tiade  to  their  own  profit  and  to  the 
injurv  or  loss  of  the  smaller  spot-cotton  merchants.  The  names  of 
certain  spot-cotton  merchants  were  often  given  as  being  responsible 
for  these  squeezes.  It  is  desired  to  emphasize  that  this  feeling  that 
the  New  York  futures  market  has  been  frequently  manipulated  is 
widespread  throughout  the  cotton  trade  in  the  South,  and  also  was 
held  by  many  New  York  merchants.  Some  merchants  who  oppose 
southern  deUveries  also  hold  this  view,  but  do  not  believe  the  plan 
would  remedy  matters. 

That  the  New  York  market  has  been  frequently  manipulated 
seems  to  be  well  established,  according  to  the  trade;  and  certainly 
price  movements  have  been  very  unsatisfactory  to  hedgers  on  many 
occasions.  No  doubt  there  are  times  when  the  price  situation  is 
such  that  manipulation  appears  to  be,  but  is  not,  responsible.  At 
any  rate,  conditions  in  the  New  York  futures  market  frequently 
are  in  such  a  state  that  placing  or  transferring  hedges  is  more  or  le^ 

of  a  gamble. 

The  parties  commonly  alleged  to  be  the  manipulators  were  inter- 
viewed. Two  of  these  merchants  maintained  that  the  trouble  has 
occurred  because  New  York  future  prices  did  not  properly  reflect 
the  value  of  the  actual  cotton,  and  not  because  of  manipulation.  It 
was  stated,  however,  by  one  of  these  merchants  that  it  was  neces- 
sary at  times  for  him  to  carry  on  operations  '*  which  had  the  appear- 
ance of  manipulation"  in  order  to  protect  his  own  hedges.  The  stock 
of  cotton  at  New  York  is  very  small  at  times.^  This,  the  merchant 
maintained,  is  dangerous  to  him  because  he  has  sold  contracts  upon 
which  he  may  have  to  deliver.  Consequently  he  would  buy  con- 
siderable quantities  of  a  nearer  position  than  the  one  in  which  he 
had  placed  his  short  hedges  and  would  sell  an  eaual  quantity  of  a 
more  distant  month  against  these  futures  purchased.  This  pur- 
chasing of  the  near  would  tend  to  cause  the  position  purchased  to  go 
up,  and  the  sale  of  a  more  distant  month  as  protection  for  the  con- 
tracts purchased  would  tend  to  depress  the  month  sold. 

As  cfelivery  time  on  the  month  purchased  approached,  some  of 
those  who  had  sold  the  contracts  began  to  buy  them  in.  Others 
shipped  cotton  to  New  York  to  be  delivered.  The  holder  of  the  near 
option  wanted  cotton  to  come  to  New  York  and,  consequently,  kept 

»  At  one  time  In  October,  1923,  the  certificated  stock  of  cotton  in  New  York  was  92  bales. 
S85i»t— S.  Doc.  100, 68-1 14 
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the  price  of  the  option  up  in  an  attempt  to  force  the  seller  to  deliver, 
in  other  words,  he  made  it  more  expensive  to  the  sellers  of  the  con- 
tracts to  buy  m  their  contracts  than  to  deliver  the  cotton.  Such 
operations  have  the  effect  of  causing  the  near  month  to  be  at  an  undue 
or  unwarranted  premium  over  the  more  distant  months.  Those 
merchants  who  have  short  hedges  in  the  near  months  must  transfer 
at  a  discount  if  they  do  not  deliver.  It  is  this  situation  concerning 
which  there  is  so  much  complaint. 

The  merchant  who  made  the  above  statement  asserted  that  there 
was  one  important  factor  in  connection  with  these  so-called  squeezes 
which  IS  generally  overlooked.  It  was  asserted  by  this  merchant  that 
tne  price  of  the  near  month  on  such  a  so-called  squeeze  as  is  described 
above  did  not  exceed  the  value  of  spot  cotton  generally  in  the  South 
to  say  nothmg  of  the  value  landed  at  New  York.  ' 

Summed  up,  the  above  operations  result  in  the  holder  of  the  near 

T  ?^i,'^]'^'''^''^/  l^""^^^  ^^  ^^^^^^  ^^  New  York,  which  protects  his 
short  hedges,  and  which  is  also  cheap  cotton,  because  he  did  not  him- 
self have  to  bring  It  to  New  York  and  put  it  on  contract.  But. 
incidentally  a  number  of  merchants  have  been  forced  to  transfer  their 
hed-es  at  a  loss  or  to  deliver  relatively  high-priced  cotton  on  a  rela- 
tively low-priced  contract;  and  a  few  merchants,  chiefly  because 
they  were  fortunate  enough  to  be  located  near  New  York,  have 
prohted  by  the  squeeze  bec«ause  of  their  ability  to  get  cotton  to  New 
York  and  on  contract  in  the  last  few  days  of  the  delivery  month. 
In  this  connection  it  should  be  stated  that  several  firms  at  Norfolk 
V  a  are  allowed  to  exist  only  by  reason  of  profits  derived  from  thei^ 
York        1      ^^^^  cotton  at  the  last  moment  on  squeezes  of  the  New 

The  question  of  whether  the  firm  conducting  operations  as  described 
above  did  so  as  a  protection  to  its  hedges  or  for  manipulative  purposes 
is  not  a  controlling  factor.  The  thincrg  to  be  considered  are  the  fact 
that  such  operations  can  be  successfully  conducted  by  firms  or  bv 
mchviduals  and  the  effect  of  such  operations  upon  the  cotton  trade 

ihe  strongest  ar2:ument  for  the  futures  market  advanced  by  its 
advocates  is  that  it  furnishes  a  satisfactory  hedge  for  cotton  merchants. 
10  do  this  prices  should  not  be  susceptible  of  being  influenced  unduly 
Zwt  operations  of  any  firm  or  individual.  It  is  clear,  hdwever, 
that  the  New  York  market  can  be  and  is  unduly  mfluenced  by  the 
«RZ  \  w^^^i?*"^'  ''''  ip4i^i^iiak,  and  a  great  many  cotton  merchants 
allege  that  they  are  injured  thereby.  Spinners  make  similar  and 
equally  emphatic  complaints. 

It  is  asserted  by  the  advocates  of  southern  deliveries  that  this  plan 
will  not  only  make  it  impossible,  or  nearly  so,  to  manipulate  the 
futures  market  but  will  also  render  it  unnecessary  for  anyone  to  con- 
duct an  operation  which  appears  to  be  manipulation  but  which,  it  is 
claimed,  is  conducted  for  the  purpose  of  protecting  hedges.  Under 
southern  deliveries  it  would  be  so  easy  to  tender  large  quantities  of 
^rofitabl        ^^^  *^*^«^Pt  to  squeeze  a  position  would  be  most  un- 

To  restore   New  Yorlc  as  a  coUon  marTceU—Anoiher  reason  for 
advocating  southern  warehouse  dehveries  on  New  York  contracts 
advanced  by  some  few  members  of  the  New  York  Cotton  Exchange' 
IS  that  It  would  restore  New  York  as  a  spot  cotton  center.     Those 
holding  this  view  beheve,  as  do  most  supporters  of  the  plan,  that 


any  system  of  outside  deliveries  on  New  York  contracts  should  pro- 
vide for  the  transfer  of  certificates  or  samples,  or  both,  at  New  York, 
and  consequently  a  business  of  dealing  in  actual  cotton  by  means 
of  these  certificates  and  samples  would  oe  established. 

This  view  was  also  held  by  one  of  the  early  committees  of  the  New 
York  Cotton  Exchange  which  studied  the  possibiHties  of  southern 
deliveries  on  New  York  contracts,  as  has  oeen  previously  stated. 
This  committee,  on  August  17,  1904,  issued  its  third  report  on  the 
subject  of  southern  certification  and  said,  in  part: 

It  is  no  doubt  true  that  it  will  diminish  the  storing  of  cotton  in  New  York, 
but  that  has  been  diminishing  for  years  because  New  York  is  no  longer  a  natural 
market  to  which  it  pays  to  send  cotton  to  be  offered  to  the  mills  or  to  exporter^. 
But,  as  there  are  cotton  merchants  here,  and  money  is  here  and  the  exchange  is 
here,  if  we  have  the  cotton  stored  safely  in  secured  warehouses  at  shipping  points,  all 
ready  to  be  sent  anywhere,  and  we  have  here  the  sample  of  the  certificated  cotton 
to  show  to  buyers,  and  they  feel  that  they  can  buy  any  amount  and  leave  it  in 
the  warehouse  in  the  South  with  perfect  safety,  both  as  to  grade  and  quantity, 
till  they  want  to  spin,  to  ship,  or  to  resell  it;  if  this  can  be  done  it  is  diiBScult  to 
understand  why  New  York  will  not  get  back  her  fair  share  of  the  spot  business, 
and  a  much  larger  one  than  she  has  now. 

In  another  part  of  this  same  report  it  was  stated  that  one  of  the 
two  ends  sought  by  southern  certification  was  ''to  restore  to  our 
exchange  a  fair  share  of  the  spot  business  of  our  great  crops." 
Several  years  later,  July  10,  1907,  the  fourth  report  of  this  com- 
mittee was  given  to  the  members  in  which  it  was  stated : 

This  season  shows  more  clearly  than  ever  before  that  what  the  New  York 
Cotton  Exchange  needs  above  all  other  things,  and  must  have,  is  a  large  stock 
of  spinners'  cotton  and  a  large  business  in  spots. 

On  the  other  hand,  many  merchants  are  of  the  opinion  that 
southern  deliveries  will  result  in  very  little  cotton  going  to  New 
York,  except  such  as  goes  there  to  be  exported.  This  would  be 
desirable,  according  to  some,  because  New  York  is  an  expensive  point 
at  which  to  store  and  handle  cotton.  Cotton  is  not  manufactured 
in  New  York  at  present,  nor  purchased  in  any  considerable  quantity. 
New  York  has  been  a  cotton  futures  market  for  so  many  years  and 
the  spot  business  there  is  so  negligible  in  recent  years  that  it  seems 
certam  that  the  futures  market  would  continue  even  if  the  small  spot 
business  it  now  has  should  cease. 

New  Yorlc  not  a  natural  spot-cotton  market. — It  is  genei'ally  ac- 
knowledged that  New  York  is  not  a  natural  or  logical  place  to  store 
cotton.  Cotton  does  not  move  to  New  York  in  any  quantities  ex- 
cept on  a  squeeze  or  a  "near"  squeeze.  This  was  also  true  many 
years  ago,  for  in  May,  1904,  a  committee  of  the  New  York  Cotton 
Exchange  appointed  to  study  southern  certification  stated  in  a  report: 

Experience  for  several  years  past  proves  that  it  is  rarely  profitable  to  bring 
cotton  to  New  York  in  any  quantity  except  to  avert  a  squeeze  or  comer.  Who 
wants  it  here?  Not  the  spinner  nor  the  exporter.  This  is  no  spinning  center 
and  the  exporter  practically  only  takes  it  here  when  delivered  on  contract. 

Again  in  the  same  report  the  committee  stated: 

One  of  the  great  objections  of  the  ordinary  buyer  of  contracts  to  receiving 
cotton  in  New  York  is  the  difficulty  of  resale.  The  market  is  limited,  the  costs 
and  charges  are  heavy     *    *    *. 

Also  in  December,  1903,  this  committee  stated  in  its  second  report: 

New  York  is  not  a  natural  cotton  depot.  It  is  only  naturally  alink  in  the  chain 
of  domestic  and  foreign  transportations,  largely  the  latter. 
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The  above  statements  from  the  reports  of  the  committee  of  the 
New  York  Cotton  Exchange  reflect  quite  fairly  the  general  attitude 
of  the  cotton  trade  of  to-day.  New  York  is  not,  and  has  not  been 
for  many  years,  a  natural  spot-cotton  market. 

A^^*^^  York  an  expensive  place  to  store  cotton, — ^Another  important 
reason,  which  is  closely  allied  to  the  foregoing,  for  permitting  deliveries 
of  cotton  on  New  York  contracts  at  some  other  point  or  points  is 
the  fact  that  New  York  is  an  expensive  place  to  wnich  to  bring  cot- 
ton, because  of  the  high  charges  for  handling  and  storing  prevailing 
there.  Then,  too,  because  New  York  is  not  a  natural  spot-cotton 
market,  much  of  the  cotton  going  there  bears  a  burden  which  does 
not  appear  to  be  justified.  It  has  been  stated  by  representatives  of 
the  cotton  trade,  and  not  successfully  (Hsputed,  that  the  in-and-out 
handling  of  cotton  on  contract  at  New  York  exacts  a  toll  of  from  $2 
to  S2.50  per  bale.  At  the  commission's  conference  in  November, 
1923,  it  was  stated  that  cotton  that  has  been  sent  to  New  York  to  be 
put  on  contract,  when  exported,  costs  about  $4  per  bale  more  than 
cotton  exported  directly  from  Norfolk,  Savannah,  or  other  southern 
ports.*  Under  the  proposed  system  of  southern  warehouse  deliveries 
there  would  still  be  a  saving  of  about  $3  per  bale,  since  the  cost  of 
certification  at  the  southern  ports  would  not  be  greater  in  all  proba- 
bihty  than  $1  per  bale. 

In  contrast  to  the  heavy  expense  of  handling  cotton  at  New  York 
are  the  low  rates  for  stormg  and  handling  cotton  at  most  southern 
cotton  markets.  Furthermore,  in  most  southern  markets  there  are 
warehouses  built  and  operated  for  the  express  purpose  of  storing  and 
handling  cotton.  This  is  not  the  case  at  New  York;  the  warehouses 
used  there  for  cotton  are  public  warehouses  doing  a  general  storage 
business. 

Section  3.  Brief  ontline  of  tentative  plan  of  New  York  committee. 

The  present  committee  of  the  New  York  Cotton  Exchange  which  is 
studying  the  possibilities  of  southern  warehouse  deliveries  on  New 
York  contracts  has  tentatively  decided  upon  the  following  more 
important  features  of  a  plan  for  such  deliveries. 

Delivery  points. — The  New  York  committee  proposed  to  confine  the 
delivery  points  to  ports  for  several  reasons.  If  interior  cities  were 
named  it  is  claimed  there  would  be  considerable  difficulty  viiih  expense 
bills,  in  connection  with  transit  privileges.  Furthermore,  the  com- 
mittee believed  that  to  admit  interior  cities  would  cause  trouble  when 
the  selection  is  made.  There  are  a  number  of  interior  southern 
cotton  markets  which  could  qualify  as  delivery  points  and  each  of 
these  places  would  wish  to  be  selected.  Since  it  is  believed  best  to 
keep  aown  the  number  of  delivery  points,  at  least  for  the  present, 
only  ports  were  tentatively  selected.  These  were  Norfolk,  Savannah, 
New  Orleans,  Galveston,  and  Houston.  An  additional  reason  for 
naming  ports  is  that  much  of  the  cotton  delivered  on  contract  is 
exported.  The  qualifications  which  a  city  should  have  to  be  named 
as  a  delivery  point  are,  according  to  the  committee,  adeauate  and 
modem  warehouses,  adequate  transportation  facilities,  botn  rail  and 
water,  and  location  in  or  very  near  to  the  cotton-producing  territory. 

Different  lot. — The  committee  believed  that  deliveries  on  contracts 
at  the  southern  markets  should  be  made  at  a  difTerential  under  New 

4  Hearings,  Ft.  II,  pp.  465-<70. 
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York.  There  was  considerable  discussion  as  to  the  necessity  or 
wisdom  of  tliis  and  also  as  to  what  the  differential  should  amount  to. 
Some  members  of  the  committee  felt  that  cotton  in  warehouses  at 
the  ports  named  was  worth  as  much  as  cotton  in  New  York  and  con- 
secfucntly  the  seller  should  not  be  penalized.  The  possibilities  of  an 
arbitrary  differential  of  a  flat  sum,  say  20  points,  were  also  discussed. 
The  committee,  however,  decided  tentatively  that  the  differential 
should  approximate  the  handling  costs  at  the  southern  port  plus 
frci<jht  to  New  York. 

Handling  documents. — All  papers  and  documents  in  connection 
\\4th  deliveries  on  contracts  the  committee  thought  should  be  handled 
or  cleared  through  New  York. 

Inspection  ana  certification. — Cotton  offered  for  delivery  at  any 
southern  port,  according  to  the  committee's  plan,  would  be  inspected 
and  certincated  by  representatives  of  the  United  States  Department 
of  Agriculture,  subject  to  appeal — in  fact  much  as  cotton  is  now 
handled  when  delivered  on  contract.  At  present  cotton  to  be 
delivered  on  contract  is  inspected  by  the  exchange. 

Changes  in  number  of  grades'  which  may  he  delivered  on  each  con- 
tract.— The  decision  *  of  the  committee  as  to  the  grades  deliverable 
on  contract  under  southern  deliveries  was  that  deliveries  would  be 
made  as  at  present;  that  is,  any  or  all  of  the  grades  now  deliverable 
would  be  deliverable  on  contract.  This  decision  was  subject  to  a 
groat  deal  of  criticism  by  a  few  members  of  the  committee,  who  felt 
that  some  form  of  even-running  contract  (see  Chap.  VII)  would  be 
necessary,  preferably  a  three  contiguous-^ade  contract."  The  mem- 
bers of  the  committee  who  desired  to  change  the  contract  in  this 
respect  believed  the  present  contract  would  give  the  seller  too  much 
advantage  under  southern  deliveries;  that  the  contract  should  be 
strengthened  to  offset  the  selection  of  dehvery  points  which  the  plan 
would  give  the  seller.  Furthermore,  they  argued  that  the  restric- 
tion was  necessary  as  a  protection  to  the  small  merchant.  If  a  small 
merchant  took  up  cotton  on  contract  under  the  contiguous-grade 
contract,  he  could  merchandise  each  lot  of  100  bales  without  rework- 
ing, since  such  a  contract  would  be  a  ''mark"  or,  at  least,  approxi- 
mately so.  Under  the  present  contract  small  merchants  in  many 
instances  would  of  necessity  move  the  cotton  delivered  to  theni  on 
contract  to  their  own  concentration  point  in  order  to  work  it  into 
their  own  marks. 

It  was  also  thought  bv  some  members  of  the  committee  that  it 
might  be  well  to  permit  delivery  of  all  grades  of  merchantable  cotton 
provided  the  three  contiguous-grade  restriction  is  adopted. 

One-inch  staple. — There  was  some  discussion  by  members  of  the 
committee  of  the  desirabihty  of  specifying  for  delivery  cotton  of 
1-inch  staple,  with  differences  on  or  off  for  longer  or  shorter  lengths, 
but  apparently  this  was  never  advocated  very  strongly. 

•  This  decision  is  tentative,  of  course,  as  are  all  decisions  and  conclusions  reached  by  this  committee 

which  are  mentioned  in  this  report.  ......    ^  ,.      •  .      »  .    „  , 

•  \s  stated  in  Chap.  VII,  sec.  7,  a  three  contiguous-grade  contract  hmits  deliveries  on  a  contract  to  not 
more  thin  hhv  thrw  contiguous  grsidcs  now  deliverable.  Thus,  it  would  be  permissible  to  deliver  on  a 
contract  strict"  low  middling,  middling,  and  strict  middling,  since  these  three  grades  are  contiguous;  but  a 
delivery  on  a  contract  of  cotton  classing  low  middling,  middling,  and  strict  middling  would  not  be  per- 
mitted; since  these  three  are  not  contiguous  grades.  It  would  be.  of  course,  a  satisfactory  delivery  if  two 
contiguous  grades  were  offered,  or  but  one  grade,  provided  they  were  within  the  present  range  of  dehver- 
tblo  grades. 
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Section  4.  The  ailments  for  and  against  southern  deliverief. 

Introdvctory. — As  previously  indicated,  the  cotton  trade  is  not 
unanimously  in  favor  of  southern  warehouse  deliveries.  As  is  to  be 
expected  with  such  an  important  question,  there  are  many  arguments 
both  for  and  against  the  plan.  The  preceding  sections  have  set  forth 
briefly  the  chief  reasons  for  the  need  of  some  such  system  and  a  brief 
outline  of  some  of  the  essential  features  of  such  a  plan.  This  section 
sets  forth  the  more  important  arguments  advanced  by  persons  in  the 
cotton  trade  for  and  against  soutnem  deliveries. 

Bear  manipulation. — The  opponents  of  southern  warehouse 
deliveries  place  much  emphasis  upon  the  allegation  that  the  plan 
would  result  in  bear  manipulation.  In  fact,  it  is  the  most  common 
argument  against  the  proposal.  They  hold  that  large  operators 
would  deliver,  or  threaten  to  deliver,  large  quantities  of  cotton  at  one 
or  more  of  the  southern  delivery  points  and  thus  depress  the  market. 
Then  when  prices  were  depressed  the  manipulators  would  buy  in 
their  contracts  and  thus  reap  a  profit  and  also  retain  their  cotton. 
This  process,  it  is  claimed,  could  be  repeated  again  and  again.  This 
would  be  possible  because  of  the  location  of  the  delivery  points  in  the 
South,  where  cotton  would  be  available  in  large  quantities  and  at 
very  short  notice;  in  fact,  where  large  operators  store  most  of  their 
cotton.  It  is  not  always  so  easy  now  because  of  the  difficulty  and, 
most  of  all,  the  expense  of  sending  cotton  to  New  York.^ 

The  allegation  that  southern  warehouse  deliveries  would  facilitate 
bear  manipulation,  as  stated  above,  was  also  made  years  ago  by 
opponents  of  the  plan.  The  answer  to  this  seems  to  be  stated  best 
in  the  words  of  the  New  York  Cotton  Exchange  committee,  which 
studied  the  possibilities  of  southern  certification  in  1903  and  subse- 
quently.    In  its  second  report  this  committee  said: 

The  fear  of  bulls  that  bears  could  swamp  them  with  delivery  notices  seems 
unwarranted,  as  if  cotton  can  not  be  sold  on  the  spot  market  it  comes  on  the 
future  market  now.     Any  time  the  current  month  gets  too  depressed  we  know 
that  buyers  enter  the  market  to  buy  it,  and  at  the  same  time  sell  forward  ones 
to  make  the  carrying  charges.  ' 

Supporters  of  the  proposal  maintain  that  under  southern  deliveries 
small  merchants  will  be  ready  at  any  and  all  times  to  take  up  cotton 
on  contract  whenever  future  prices  are  low  and  that  this  would 
defeat  any  attempt  at  bear  manipulation.  In  this  connection  the 
following  excerpt  from  a  report  oi  the  early  conmiittee  of  the  New 
York  Cotton  Exchange  is  of  interest.  The  second  report  of  this 
committee  in  discussing  manipulation  stated : 

It  [the  southern  certification  of  cotton]  will  make  it  far  more  difficult  to  manip- 
ulate, squeeze,  and  corner  this  market,  and  if  to  facilitate  such  operations  is  the 
object  of  this  exchange,  the  plan  should  be  condemned.  But  the  object  is  to 
offer  to  the  buyers  and  sellers  of  the  world  a  great  broad  market  controlled,  not  by 
cliques,  but  by  the  laws  of  demand  and  supply;  a  market  where  the  buver  can 
be  sure  of  delivery  when  he  calls  for- it,  where  he  will  constantly  arrange  for 
delivery  because  he  can  get  suitable  guaranteed  cotton  delivered  to  him  in  the 
South  from  whence  he  can  ship  it  advantageously  to  any  part  of  the  world. 
*  *  *  A  drop  in  futures  would  bring  in  spot  buyers  at  once,  who  would  call 
for  the  cotton. 

It  is  pointed  out  by  those  in  favor  of  the  plan  that  New  Orleans  is  a 
futures  market  where  large  stocks  of  cotton  are  stored  and,  further- 

'  In  this  ccnnf  ction  it  is  interesting  to  note  that  operations  such  as  these  have  been  tried  under  the  present 
Bystem  with  results  quite  different  from  those  expected.  Instead  of  being  able  to  buy  back  their  cotton 
at  lower  prices  the  ones  making  the  tenders  have  found  to  their  surprise  that  the  holders  of  the  contracts 

•ccepted  dehvery. 


more,  it  is  in  the  cotton  gro^dng  territory.  In  other  words,  New 
Orleans'  near-month  future  prices  should  be  subject  to  bear  manipula- 
tion if  the  arguments  along  this  line  against  southern  dehveries  for 
New  York  are  valid.  Some  members  of  the  New  Orleans  Cotton 
Excharge  are  among  those  who  allege  that  bear  manipulation  will 
result  uiider  southern  dehveries.  These  men  explain  the  absence  of 
such  manipulation  at  New  Orleans  under  the  present  system  as  fol- 
lows :  First,  they  claim  the  large  stocks  of  cotton  at  New  Orleans  are 
not  necessarily  available  for  delivery  on  contracts,  since  much  of  this 
cotton  is  in  the  hands  of  factors,  in  other  words,  cotton  held  for 
higher  prices.  The  second  reason  alleged  by  them  for  the  absence  of 
such  manipulation  is  that  New  Orleans  is  a  large  port,  with  frequent 
steamer  service  to  all  parts  of  the  world,  so  that  buyers  are  always 
willing  to  take  cotton  there,  knowing  they  can  move  it  for  export  very 
quickly.  A  third  reason  given  by  thorn  is  that  the  New  Orleans  banks 
are  strong  enough  to  finance  instantly  any  quantity  of  cotton  that 
could  be  tendered.  All  these  conditions  are  true  for  New  Orleans, 
but  would  not  be,  so  it  is  claimed,  for  some  of  the  dehvery  points 
which  might  be  selected  under  the  proposed  plan. 

In  answer  to  these  claims  that  the  New  Orleans  situation  is  governed 
by  peculiar  conditions  it  is  said  by  those  favoring  the  plan:  There  are 
cotton  factors  at  all  the  ports  wliich  are  contemplated  as  delivery 
points.  Furthermore,  the  New  Orleans  answer  does  not  explain  why 
cotton  can  not  be  moved  easily  and  quickly  to  that  port.  The  second 
point  stated  above  is  regarded  as  having  some  merit.  The  supporters 
of  the  plan  point  out,  however,  that  under  southern  deliveries  there 
will  be  a  differential  on  all  cotton  delivered  at  points  other  than  the 
contract  market.  If  this  differential  is  to  equal  the  local  handling 
charges  at  points  of  delivery,  plus  the  freight  to  the  contract  market, 
the  buyer  would  be  able  to  move  his  cotton  to  some  port  where  freight 
space  IS  available  in  the  event  there  is  a  shortage  at  the  port  of 
delivery.  In  answer  to  the  third  point  it  is  claimed  that  the  New  York 
banks  are  as  well  equipped  to  finance  cotton  as  are  the  New  Orleans 
banks;  that  merchants  throughout  the  South  use  the  New  York  banks 
now  and  would  have  no  difficulty  in  securing  all  the  funds  necessary 
with  cotton  for  security.  This  answer  does  not  take  into  account  the 
ability  of  the  local  banks  to  do  much  of  the  financing. 

Lmuer  prices  paid  to  growers. — Another  argmnent  against  southern 
warehouse  deliveries  made  by^  some  cotton  merchants  is  that  it  will 
result  in  lower  prices  being  paid  to  growers.  They  reason  that  under 
such  a  system  the  near  month  will  oe  lower  than  the  distant  months 
and,  as  cotton  is  generally  bought  from  growers  at  prices  figured  in 
relation  to  the  near  month,  the  prices  paid  to  growers  would  be  less 
than  would  obtain  under  the  present  system. 

The  advocates  of  the  plan  do  not  all  agree  that  the  near  positions 
necessarily  will  be  lower  than  the  distant  months.  W.  L.  Clayton 
at  the  commission's  hearing  was  asked  if  he  thought  southern  ware- 
house deliveries  would  ''  tend  to  reduce  the  discounts  on  the  distant 
positions."     Mr.  Clayton  replied  that — 

It  would  certainly  prevent  writing  into  the  near  months  any  uneconomical  or 
unnatural  premium;  it  certainly  would  prevent  that.  But  I  want  to  make  tliis 
point  clear:  That  it  would  not  necessarily  prevent  premiums  on  the  nears.* 

•  Hearings,  Ft.  II,  p.  476. 
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At  another  time  in  the  hearings  Mr.  Clayton  said: 

Regardless  of  whether  we  have  southern  warehouse  delivery  or  not,  trade  con- 
ditions at  times  will  make  for  premiums  on  the  nears  and  at  other  times  it  will 
make  for  discounts  on  the  nears. 

Even  with  discounts  on  the  "nears  the  commission  does  not  see 
that  it  is  established  that  cowers  would  receive  lower  prices.  Those 
who  argue  that  such  would  be  the  case  are  often  contradicted  by  their 
own  statements.  First  they  protest  that  competition  in  the  cotton 
business  is  exceedingly  keen  and  that  it  is  almost  impossible  to  find 
any  bargains  in  the  shape  of  cheap  cotton.  Then  they  state  that 
it  would  be  a  fine  thing  for  the  cotton  trade  if  the  carr3nng  charges 
were  present;  if  possible  the  carrying  charge  should  be  restored  or 
some  plan  devised  to  restore  it.  But  when  the  proposal  of  southern 
deliveries  is  suggested  they  suddenly  fear  for  the  effect  upon  the 
prices  the  grower  will  receive,  because  the  plan  will  force  the  near 
month  to  a  discount;  in  other  words,  will  tend  to  restore  the  carrying 
charge.  It  would  seem  to  the  commission  that  an  industry  alleged 
to  be  so  highly  competitive  would  include  many  merchants  who 
would  be  willing  to  increase  their  basis  in  order  to  obtain  cotton; 
also,  it  would  include  some  who  would  buy  the  near  month,  sell  the 
distant,  and,  taking  delivery,  earn  the  earning  charge.  If  this  is 
true  it  would  seem  reasonaolv  certain  to  tne  commission  that  the 
discounts  on  the  nears  would  never  be  permitted  to  become  very 
great  and  that  the  basis  would  undoubtedly  take  care  of  the  grower. 
Finally,  the  commission  desires  to  call  to  the  attention  of  those  argu- 
ing that  southern  deliveries  \\ill  result  in  lower  prices  for  growers  that 
this  can  only  come  about  b^^  lessening  the  value  of  a  commodity  en 
joyinff  a  world  wide  market  and  that  the  cotton  trade  is  unanimous 
m  holding  that  the  only  factors  governing  cotton  prices  are  world 
wide  supply  and  demand,  except  for  the  temporary  price  situations 
due  to  manipulation. 

Increase  of  discounts  of  futures  under  spots. — ^Another  objection  to 
southern  deliveries  on  New  York  contracts  is  that  it  will,  it  is  alleged, 
weaken  the  contract  and  result  in  still  wider  discounts  of  futures 
under  spots.  The  chief  reason  for  expecting  this  increase  in  discounts 
is  the  ^eater  latitude  the  contract  would  give  the  seller;  that  is,  the 
selection  of  the  delivery  point.  This  increase  in  discounts  would 
increase  the  hedging  risk  somewhat,  but  most  dangerous  of  all,  they 
claim,  it  would  attract  the  attention  of  legislators  to  the  fact  that 
future  prices  were  below  spots ;  and  they  predict  this  would  result  in 
very  drastic  legislation  against  future  trading,  as  many  people 
believe  that  futures  at  a  discount  tend  to  depress  spot  values. 

An  increase  in  the  tendency  to  discounts  would  not  necessarily 
follow  the  adoption  of  the  plan,  according  to  many  of  its  advocates. 
Many  believe  that  futures  would  much  more  closely  reflect  the  value 
of  actual  cotton,  which  would  be  most  desirable.  Furthermore, 
futures  in  recent  years  have  been  at  a  discount  under  spots  very 
frequently,  and  yet  those  cotton  merchants  who  argue  against  the 
proposal  will  not  agree  that  the  discounts  of  recent  years  have 
affected  spot  values.  They  admit  that  such  a  situation  might  attract 
the  adverse  attention  of  some  legislators  but  no  more  so,  they  claim, 
than  the  present  situation.  In  fact,  it  is  contended  by  many  sup- 
porter of  the  plan  that  southern  deliveries  would  not  necessarily 
increase  discounts  of  futures  under  spots. 
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There  are  many  supporters  of  the  plan  who  are  concerned  with  the 
increase  in  the  seller's  option  afld  its  possible  effects.  Several  sugges- 
tions have  been  made  tending  to  offset  this  situation.  The  most  com- 
mon suggestion  went  to  the  limitation  of  the  grades  that  might  be 
delivered  on  any  one  contract  (see  Ch.  YII,  sec.  12).  Other  sugges- 
tions were  that  the  seller  pay  a  penalty  in  addition  to  the  freight  and 
carrying  charge  differential  for  electing  to  deliver  at  a  market  other 
than  the  one  wherein  the  contract  was  made;  that  the  seller  be  re- 
quired to  give  more  notice  when  he  intends  to  deliver  elsewhere  than 
in  the  contract  market;  and  combinations  of  the  above  suggested 
limitations. 

Dijffjculty  of  arranging  for  freight  space. — ^It  is  claimed  by  those 
opposing  southern  deliveries  on  New  York  contracts  that  merchants 
win  be  unable  to  make  definite  arrangements  for  steamer  space  for 
cotton  to  be  taken  up  on  contract  because  they  wiU  not  know  a 
sufficient  time  in  advance  where  the  cotton  will  be  delivered.  At 
present  New  York  contract  prices  are  sometimes  low  enough  com- 

f>ared  with  spot  prices  to  warrant  merchants  buying  contracts  to  fill 
orward  sales.  Either  such  forward  sales  are  basis  middling,  so  that 
all  cotton  tendered  on  contract  may  be  delivered  on  the  forward 
sales,  or  the  merchact  expects  to  select  sufficient  bales  from  the 
cotton  tendered  to  meet  forward  sales  of  definite  grades.  The  char- 
acter of  cotton  in  store  in  New  York  is  generally  known  to  the  trade 
and  it  is  possible  to  secure,  by  payment  of  a  small  premium,  delivery 
of  cotton  of  certain  grades,  provided,  of  course,  such  grades  are 
available. 

While  it  is  admitted  by  the  commission  that  the  uncertainty  as  to 
where  cotton  will  be  delivered  constitutes  a  real  objection  to  southern 
warehouse  deliveries,  it  is  also  concluded  that  it  is  not  important 
enough  to  be  a  sufficient  reason  for  abandoning  the  plan.  The  cotton 
trade  as  a  whole  acknowledge  that  only  occasionally  is  cotton  bought 
through  the  futures  market  to  meet  forward  sales. 

Differences.— Opponents  of  the  plan  point  out  that  the  qu^tion  of 
differences  is  of  ^reat  importance  in  connection  with  any  system  of 
southern  deliveries  on  future  contracts,  and,  they  allege,  it  will  be 
very  difficult,  if  not  impossible,  to  work  out  a  system  that  will  be  fair 
to  all.  It  is  claimed  that  if  the  present  system  of  determining  differ- 
ences as  applied  to  New  York  (see  Ch.'  VI,  p.  139)  should  be  fol- 
lowed with  southern  deliveries  on  New  York  contracts,  then  sellers 
would,  as  far  as  possible,  deliver  at  that  market  where  the  differences 
are  most  favorable  to  them.  This,  of  course,  would  be  disadvanta- 
geous to  the  buyer  who,  in  turn,  foreseeing  this  probability  would 
adjust  his  prices  for  futures  accordingly.  Moreover,  the  large  seller, 
as  against  the  small,  would  tend  to  be  favored.  If  local  differences 
were  applied,  that  is,  the  differences  prevaihn^  at  the  point  of  deliv- 
ery, cotton  for  delivery  on  contract  would  tend  to  move  to  that  point 
wnere  the  differences  were  most  favorable.  This,  of  course,  would 
tend  to  equalize  differences.  The  most  important  objection  made, 
however,  to  this  method  of  establishing  differences  lies  in  the  danger 
of  inaccurate  quoting,  due  to  the  small  volume  of  trading  at  times 
in  some  of  the  markets.  The  commission  believes  that  competent 
quotation  service  should  go  far  toward  obviating  this  danger. 

There  are  several  other  suggested  methods  of  establishing  differ- 
ences, all  of  which  it  is  claimed  by  opponents  of  southern  deliveries 
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are  unfair  to  either  buyer  or  seller.  Thus  if  the  differences  used  for 
settling  deliveries  of  grades  other  than  middling  were  those  pre- 
vailing at  the  market  where  the  differences  for  grades  above  middling 
were  widest  and  those  for  grades  below  middling  were  narrowest,  it 
is  asserted  that  an  injustice  would  be  done  to  buyers,  and  if  at  the 
market  where  the  differences  for  grades  above  middling  were  narrowest 
and  those  for  grades  below  middling  were  widest,  that  an  injustice 
would,  in  some  cases,  be  done  to  sellers. 

This  question  of  differences  is  of  great  importance  in  connection 
not  only  with  any  plan  of  southern  deliveries  but  with  the  present 
system  of  delivery.  The  entire  question  of  differences  is  discussed 
elsewhere  in  this  report.  In  connection  with  southern  warehouse 
deliveries  the  commission  desires  to  point  out  that  the  subject  of 
differences  should  be  given  very  careful  consideration. 

Advantage  to  large  firms. — One  alleged  disadvantage  of  southern 
warehouse  deliveries  is  that  the  plan  would  give  the  larger  spot 
dealers  much  more  advantage  over  the  smaller  firms  than  that  which 
it  is  alleged  they  now  enjoy.  It  is  claimed  that  these  large  firms 
will  be  able  to  depress  the  market,  as  set  forth  in  a  preceding  part  of 
this  section;  that  they  will  be  able,  because  of  having  their  own 
representatives  at  the  several  delivery  points,  to  operate  much 
cheaper  than  the  small  firms ;  that  they  will  be  able  to  take  advantage 
of  any  system  of  differences  that  may  be  devised,  to  the  injury  of 
the  smaller  firms.  In  short,  it  is  alleged  that  they  will  turn  to  tneir 
own  advantage  most  of  the  factors  set  forth  in  this  section  as  faults 
of  any  system  of  southern  deliveries  on  contracts,  whereas  the 
smaller  firms  will  not  only  be  unable  to  do  this  but  will  be  the  ones 
to  suffer. 

Those  lai^e  firms  which  support  the  proposal  for  southern  ware- 
house deliveries  maintain,  first,  that  they  do  not  now  necessarily  have 
any  advantage  over  their  small  competitors  that  is  not  offset  by  some 
disadvantage.  They  also  maintain — and  are  supported  by  many 
smaller  firms  in  this  opinion — that  southern  deliveries  will  make  it 
much  easier  for  the  small  firms  to  receive  and  dehver  cotton  on  con- 
tract. They  also  declare  that  the  plan  will  have  such  a  beneficial 
effect  upon  price  relationships  that  all  cotton  merchants  will  be 
benefited  because  of  a  decrease  in  basis  risks.  Furthermore,  it  is 
claimed  that  with  deUvery  points  in  the  South  it  will  be  easier  and 
far  less  expensive  to  handle  cotton  on  contracts  and  small  merchants 
as  well  as  large  will  be  on  the  alert  to  take  advantage  of  any  price 
situation  which  makes  it  profitable  to  tender  or  receive  cotton  on 
future  contracts,  whereas  now  the  many  small  merchants  are  deterred 
from  taking  up  or  delivering  on  New  York  contracts  because  of  the 
trouble  and  expense. 

Uncertainty  as  to  where  cotton  wUl  he  delivered. — Closely  allied  to  the 
preceding  objection  is  the  one  raised  as  to  the  uncertainty  as  to  where 
the  cotton  will  be  delivered.  This,  it  is  alleged,  will  be  less  disad- 
vantageous to  the  large  firms  than  to  the  smaller  ones,  because  the 
former  would  probably  have  organizations  of  their  own  at  each 
dehvery  point,  or  at  most  of  them,  whereas  the  small  finns  would  not. 
This  uncertainty,  it  is  claimed,  would  prevent  small  firms  taking  up 
cotton,  woidd  withdraw  support  from  the  market,  and  thus  make  it 
easier  for  bear  manipulation.  It  is  also  argued  that  the  above  results 
would  not  obtain,  and  that  there  are  certain  advantages  of  the  plan 


which  would  induce  the  small  merchant  to  take  up  cotton.  Thus  the 
cotton  delivered  at  southern  ports  can  be  moved  in  any  direction  as 
well  as  from  New  York;  and,  furthermore,  the  southern  dehvery 
points  would  be  spot  markets  where  the  cotton  could  be  disposed  of 
readily  if  the  receiver  had  no  other  outlet  for  it. 

It  is  argued  also,  in  conrlection  with  small  firms  taking  up  cotton 
on  contract,  that  it  would  place  them  at  another  disadvantage 
because  it  would  be  necessary  for  them  to  send  representatives  to 
the  market  where  the  cotton  is  tendered  to  attend  to  receiving  it. 
It  is  retorted  that  this  last  will  not  necessarily  be  the  case  and  that 
many  firms  do  not  send  their  men  to  New  York  to  take  up  cotton 
under  the  present  system.  Thus,  there  are  firms  in  New  York  and 
also  in  New  Orleans  that  specialize  in  taking  up  cotton  and  in  mak- 
ing deliveries  for  out-of-town  merchants.  Supporters  of  southern 
deliveries  believe  there  will  be  firms  at  each  delivery  point  to  perform 
similar  services. 

The  conamission  desires  to  point  out,  however,  that  under  the  pro- 
posed plan  it  would  still  be  possible  to  make  deliveries  at  New  York, 
and  if  this  is  so  undesirable  a  point  at  which  to  receive  cotton  this 
possibly  may  have  some  effect  upon  the  attitude  of  small  merchants 
toward  taking  up  cotton,  since  tney  would  not  know  where  the  cot- 
ton was  to  be  tendered  until  they  received  the  delivery  notice  (New 
York  or  the  South.) 

Difficulty  of  financing. — Some  opponents  of  the  southern  warehouse 
delivery  proposal  allege  that  it  would  be  difficult  to  finance  cotton 
under  the  plan.  They  hold  that  New  York  banks  are  suspicious  of 
southern  warehouse  receipts  and  do  not  lend  money  on  them  as 
readily  or  to  the  same  extent  as  they  will  on  New  York  receipts. 

This  may  have  been  true  some  years  ago,  and,  in  fact,  this  lack  of 
confidence  in  southern  warehouses  was  one  of  the  chief  reasons,  if 
not  the  chief  one,  for  dropping  the  plan  in  1904.  At  present,  how- 
ever, the  commission  does  not  find  this  objection  well  founded. 
Banks  throughout  the  East  not  only  lend  money  freely  on  southern 
warehouse  receipts,  but  solicit  such  business,  'fhis  of  course  applies 
in  particular  to  receipts  from  warehouses  at  the  larger  markets  and 
concentration  points.  The  larger  modem  warehouses  of  Savannah, 
New  Orleans,  Memphis,  and  Galveston,  for  example,  issue  receipts 
which  are  used  by  merchants  throughout  the  country  as  collateral 
for  loans  with  New  York  banks.  Furthermore,  it  is  contemplated 
that  any  system  of  southern  warehouse  deliveries  will  throw  addi- 
tional safeguards  around  the  warehouses  which  are  to  be  used  for 
storing  certificated  cotton.  In  fact,  this  argument  is  almost  without 
any  foundation  at  the  present  day. 

Officials  of  some  New  York  banks  making  lai^e  loans  on  southern 
warehouse  receipts  have  asserted  that  they  believe  some  system  of 
southern  warehouse  deUveries  is  essential  if  future  trading  at  New 
York  is  to  continue. 

Additional  expense. — Any  system  of  southern  warehouse  dehveries 
will  result  in  additional  expense  to  the  marketing  of  cotton,  it  is 
claimed,  and  since  the  grower  or  consumer,  or  both,  will  have  to 
stand  this  burden  the  result  will  probably  be  lower  prices  to  grower 
and  higher  prices  to  the  consumer.  The  additional  cost  will  be  due 
to  the  maintenance  of  inspection  bureaus,  etc.,  at  the  southern 
delivery  points. 
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The  cost  of  maintaining  the  necessary  machinery  to  run  a  system 
of  southern  deliveries,  it  is  admitted,  would  be  more  than  the  cost 
of  the  present  system,  but  against  this,  however,  sliould  be  applied 
the  higher  toll  exacted  at  New  York  at  present  which  would  more 
than  equal,  in  all  probability,  the  increased  cost  above  mentioned 
(assuming  New  York  remains  a  delivery  point). 

Lessening  of  sveculation. — It  is  claimed  that  southern  deliveries 
on  contract  would  result  in  discourapng  speculation,  and  that  the 
contract  would  be  too  much  in  the  seller's  favor  and  buyers  would  be 
afraid  to  deal  in  such  a  contract.  This  would  result  in  selling  down 
the  futures  market  and  again  would  play  into  the  hands  of  the  largo 
firms  and  be  very  detrimental  to  the  growers. 

It  is  the  opinion  of  the  commission  that  speculators  in  general 
know  comparatively  little  about  the  details  of  handling  the  com- 
modities in  which  they  speculate.  If  they  do  know,  however,  it 
would  seem  that  any  speculator  who  desired  to  take  up  cotton  would 
prefer  to  have  it  in  a  southern  port  where  he  has  a  competitive  market 
m  which  to  dispose  of  it,  and  lower  storage  and  handling  charges, 
than  at  New  York.**^  Of  course,  this  would  not  apply  to  a  speculator 
who  hoped  to  manipulate  the  New  York  market,  but  it  is  such  opera- 
tions that  the  system  is  supposed  to  eliminate. 

Contract  should  he  specific  as  to  delivery  point. — It  is  argued  that 
the  contract  for  future  delivery  of  cotton  should  be  as  definite  as  to 
point  of  delivery  as  practicable,  and  that  the  buver  should  know 
when  he  makes  such  a  contract  that  the  cotton  will  be  dehvered  to 
him  at  a  specified  place.  Furthermore,  it  is  contended  the  seller 
should  be  ready  to  fulfill  such  a  contract  or  to  buy  it  back.  To 
permit  the  seller  to  elect  to  deliver  on  a  contract  at  any  one  of  several 
points  not  only  gives  the  seller  too  much  leeway  but  it  is  very  imfair 
to  the  buyer.  This  objection,  it  is  contended,  is  emphasized  by  the 
fact  that  the  seller  already  has  two  distinct  advantages  over  the  buyer, 
namely,  the  selection  of  grades  which  he  will  deliver,  subject,  of 
course,  to  the  cotton  futures  act,  and  the  selection  of  the  day  of  the 
month  when  he  will  make  delivery. 

While  the  above  is  essentially  true,  it  is  not  complete.  The  com- 
mission beheves  it  might  be  better  to  have  a  contract  somewhat 
indefinite  as  to  point  of  delivery  than  a  contract  specific  as  to  delivery 
in  New  York,  where  transportation  and  expensive  handling  are 
involved.  It  is  admitted  by  the  trade  that  it  is  not  only  expensive, 
but  at  times  very  difficult,  to  get  cotton  into  New  York.  It  is  doubt- 
ful whether  it  has  ever  been  actually  impossible  to  get  cotton  into 
store  at  New  York  in  time  to  be  certificated  and  delivered,  provided 
reasonable  time  was  allowed  for  shipment."  Tliere  have  been  times, 
however,  when  it  has  required  an  undue  expenditure  of  time  and 
money  to  accomplish  this  result.  The  seller  of  the  contract  wlio 
ships  his  cotton  in  ample  time  may  find  that  because  of  railroad  con- 
gestion his  shipment  can  reach  the  warehouse  in  New  York  before 
expiration  of  the  delivery  period  only  by  having  some  New  York  firm 
perform  considerably  more  service  than  should  be  necessary  in  putting 
cotton  on  contract. 

Furthermore,  there  are  other  difficulties  facing  the  trader  who 
desires  to  put  cotton  on  contract  at  New  York.     Not  only  would  it 

>•  This  assumes  deliveries  will  not  be  made  at  New  York. 

u  This  do«s  Bot  take  into  account  the  delays  due  to  strikes  or  embargoes  and  such  unforeseen  occurrenoet. 


be  necessary  to  pay  the  cost  of  getting  the  cotton  to  that  market 
and  the  high  handling  charges  prevailing  there,  but  the  possibility 
of  having  a  part  of  the  cotton  rejected  as  not  being  tenderable  is 
frequently  present. 

This  is  a  very  important  matter  to  the  cotton  merchant;  they  all 
fear  the  possibility  of  rejection  at  New  York.  Some  merchants 
when  tendering  cotton  ship  an  excess  of  bales  in  order  to  take  care 
of  the  possibility  of  rejections.  If  any  bales  are  rejected  or  if  the 
merchant  has  shipped  extra  bales,  he  is  in  a  bad  position  for  he  has 
a  small  lot  of  cotton  in  New  York  where  it  is  not  only  expensive  to 
carry  it  but  is  a  difficult  place  to  dispose  of  it,  New  York  not  being 
a  spot  market.  In  addition  there  has  been  freight  paid  on  the 
excess  bales. 

Under  the  southern  warehouse  deliveries  it  is  claimed  that  much  of 
the  trouble  over  rejections  will  be  removed.  The  delivery  points  would 
be  spot  markets  with  numerous  buyers,  and  the  rejected  bales  un- 
doubtedly could  be  readily  sold  at  least  at  something  near  their  value. 

Injvry  to  New  Orleans  futures  marlcet. — In  addition  to  the  foregoing 
objections  the  point  has  been  made  by  members  of  the  New  Orleans 
Cotton  Exchange  that  southern  deliveries  will  injure  that  market. 
One  New  Orleans  cotton  merchant  said,  in  part: 

We  have  in  New  Orleans  an  ideal  situation,  in  so  far  as  a  hedge  market  is 
coneerned.  The  geographical  position  of  New  Orleans,  which  permits  ship- 
ments within  a  few  days  of  cotton  from  any  part  of  the  cotton  producing  section, 
protects  a  man  who  has  short  hedges  in  the  market  and  on  the  other  hand,  the 
position  of  New  Orleans  as  an  ideal  point  through  which  to  move  cotton  to 
consuming  points  in  any  part  of  the  world,  lends  itself  as  an  attractive  hedge 
protecting  market  for  a  man  who  has  long  hedges.  In  other  words,  we  believe 
that  we  have  in  New  Orleans  an  ideal  situation  which  should  not  be  taken 
away  from  us  by  any  artificial  Government  orders  and  there  is  not  any  reason 
in  the  world  why  New  York  should  have  the  support  of  the  Washington  Gov- 
ernment in  an  attempt  to  establish  itself  as  dictator  of  cotton  prices  over  the 
world. 

Several  other  New  Orleans  merchants  held  a  similar  belief. 

Fear  of  adverse  legislation . — Obj  ections  to  the  plan  raised  by  some  mer- 
chants are  grounded  on  fear  of  legislation  har.aif ul  to  the  entire  cotton 
trade.  It  is  argued  that  if  any  effort  is  made  to  have  some  system 
of  deliveries  on  future  contracts  at  southern  points  the  resulting  plan, 
if  legislation  is  necessary,  will  never  be  one  which  the  proponents  had 
hoped  for,  because  of  cnanges  made  while  the  plan  was  in  process  of 
formation.  Supporters  of  the  plan,  on  the  other  hand,  do  not  admit 
this,  and  some  contend  that  additional  legislation  is  not  necessary. 

It  is  answered  that  there  have  been  several  occasions  in  recent 
years  when  legislation  affecting  the  cotton  trade  has  been  before 
Congress.  In  1914  and  again  m  1919  laws  were  enacted  having  a 
very  far-reaching  effect  upon  the  cotton  business.  These  laws  to-day 
are  very  generally  held  to  be  splendid  pieces  of  legislation  by  the 
trade,  even  by  most  of  those  who  opposed  the  legislation  when  it 
was  pending. 

Section  5.  Abolition  of  deliveries  at  New  York. 

It  is  held  by  some  cotton  merchants  that  imder  a  system  of  southern 
deliveries  on  New  York  contracts  deliveries  at  New  York  should  be  pro- 
hibited. The  reasons  for  this  are  as  follows:  If  deliveries  are  per- 
mitted at  New  York  it  will  probably  have  a  depressing  effect  upon 
future  prices,  because  New  York  is  not  a  desirable  place  to  receive 
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cotton  and  some  trader  or  traders  would  make  deliveries  at  that  point 
solely  as  a  means  of  depressing  the  market.  It  is  conceded  by  many 
supporters  of  the  southern  delivery  proposal  that  it  would  result  in 
few  deliveries  being  made  at  New  York  because  of  the  greater  de- 
sirability of  the  southern  points  for  making  deliveries  as  compared 
with  New  York.  This,  it  is  contended,will  make  it  still  more  desirable 
to  prohibit  deliveries  at  New  York,  since  the  cost  of  handling  would 
undoubtedly  increase  because  of   the  lessening  of  such  business. 

It  is  also  feared  by  some  that  if  deliveries  are  possible  at  New 
York  cotton  from  the  New  England  mill  district,  particularly  toward 
the  close  of  the  crop  year  in  times  of  poor  demand^would  be  tendered 
on  contract  at  New  York.  This,  it  is  believed,  would  tend  to  have 
a  depressing  effect  upon  the  future  price  not  justified  by  the  general 
demand  for  spot  cotton. 

To  prohibit  dehveries  at  New  York,  according  to  some  members 
of  the  New  York  Cotton  Exchange,  would  be  a  severe  blow  to  that 
market.  It  would,  no  doubt,  have  an  immediate  unfavorable  effect 
upon  the  business  of  a  few  concerns.  It  is  thought  by  many  in  the 
trade,  however,  that  the  adoption  of  southern  deliveries  would  have 
the  same  effect.  That  it  would  be  injurious  to  the  market  as  a 
whole,  however,  is  denied. 

The  commission  beUeves  that  deliveries  of  cotton  on  New  York 
contracts  at  New  York  under  a  system  of  southern  deliveries  should 
be  prohibited  for  the  reasons  set  out  above.  In  this  connection,  the 
commission  desires  to  point  out  that  grain  futures  in  Canada  are 
traded  in  at  Winnipeg,  but  deliveries  on  contracts  are  at  Port  Arthur 
and  Fort  Williams,  several  hundred  miles  from  Winnipeg. 

Section  6.  Does  sonthem  delivery  require  new  legislation? 

The  commission  has  not  examined  into  the  matter  of  whether  or 
not  a  system  of  southern  warehouse  deUveries  could  be  put  into  effect 
without  further  Federal  legislation.  .  Apparently  the  laws  of  certain 
States  will  affect  the  details  of  such  a  plan.  The  commission  re- 
frains from  expressing  an  opinion  on  the  legal  status  of  the  proposal. 

A  careful  reading  of  the  existing  cotton  futures  act,  however, 
discloses  nothing  suggesting  a  hmitation  on  the  power  of  the  New 
York  Cotton  Exchange  to  establish  such  rules  as  it  deems  best  with 
regard  to  the  place  where  dehveries  on  contracts  dealt  in  on  its  trad- 
ing floor  may  be  made.  Other  desirable  features  of  the  plan  might 
require  new  legislation.  Some  who  oppose  southern  deliveries  be- 
lieve additional  legislation  would  be  necessary.  At  the  commission's 
hearing,  W.  P.  Jenks,  of  the  New  York  Cotton  Exchange,  was  asked 
if  he  thought  a  system  of  southern  warehouse  deliveries  could  be 
put  into  effect  without  a  change  in  the  existing  law.  Mr.  Jenks 
replied : 

I  am  inclined  to  think  it  could  be  done,  but  I  would  not  like  to  answer  that 
question  without  consulting  counsel." 

Other  cotton  merchants  have  expressed  an  opinion  similar  to  that 
of  Mr.  Jenks. 


Section  7.  Conclusion. 

The  commission  believes  that  some  form  of  southern  delivery  on 
New  York  contracts  should  be  adopted,  and  recommends  that  Con- 
gress enact  legislation  to  that  end.  The  commission  further  belie  v^es 
and  recommends  (1)  that  the  number  of  southern  delivery  points 
selected  for  New  York  deliveries  be  few  and  at  least  for  the  present 
be  only  Atlantic  and  Gulf  ports;  (2)  that  the  delivery,  inspection, 
and  certification  of  cotton  at  southern  ports  shall  be  under  rigid 
Government  supervision  and  that  dehveries  shall  be  only  from 
warehouses  hcensed  under  the  Federal  warehouse  act;  (3)  that  the 
tender  of  cotton  on  futures  at  New  York  be  no  longer  permitted. 

In  connection  with  this  section  reference  should  also  be  made  to 
Chapters  VI  and  VII,  especially  to  the  conclusions  arrived  at  in 
those  chapters. 


J  i:  • 
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Chapter  IX 

SOUTHERN  DEUVERY  IN  THE  LIGHT  OF  STATISTICS 

Section  1.  The  statistical  problem  stated. 

In  connection  with  the  subject  of  Southern  warehouse  delivery 
on  New  York  future  contracts  there  are  two  statistical  questions  of 
fundamental  importance,  which  are  not  unrelated  to  each  other, 
but  which  may  be  dealt  with  separately  to  advantage. 

Squeezes. — The  principal  ground  of  complaint  against  the  New 
York  market  is  in  relation  to  deUvery-month  conditions,  when  it  is 
alleged  that  manipulation  by  way  of  squeezes  is  frequent.^  This 
situation  affects  the  hedging  use  of  the  New  York  futures  by  cotton 
merchants,  in  particular  causing  the  hedge  to  cost  the  small  merchant 
more  than  it  otherwise  would.  Squeez'^s  are  objectionable  also 
because  thoy  make  the  future  price  artificial  for  the  time  being. 

Discounts  of  futures  under  spots  and  of  fars  under  nears. — The 
second  important  statistical  question  arising  in  connection  with  the 
study  of  the  operation  of  cotton  futures,  as  now  traded  in  at  New 
York,  and  with  the  consideration  of  j)ossible  improvement  from 
southern  warehouse  delivery,  is  the  persistency  of  discounts  on  the 
futures  as  compared  with  spot  cotton,  and  on  the  far  months  (or 
options)  within  the  crop  year  as  compared  with  the  near  months, 
these  two  being  in  effect  different  phases  of  the  same  thing. 

Discounts  of  futures  below  spots  can  not  be  satisfactorily  measured 
for  the  New  York  market  as  such,  because  there  is  no  spot  market 
in  New  York  adequate  to  supply  the  necessary  quotations  on  actual 
spot  transactions;  hence  the  comparison  must  oe  between  New  York 
futures  and  spots  in  the  South.  On  this  basis  of  comparison  it  is 
necessary  to  qualify  the  word  "discount,"  since  the  parity  between 
New  York  futures  and  spot  cotton  in  the  South  should  show  New 
York  futures  perhaps  70  points  above  the  southern  markets  because 
of  freight  and  expenses  connected  with  transportation  to  and  deUvery 
at  New  York.  Notwithstanding  this  reason  for  a  difference  in  the 
direction  indicated.  New  York  futures  frequently  sell  at  a  price  below 
that  of  spot  cotton  in  the  South.'  In  principle  the  word  ^discount" 
as  applied  to  spots  in  relation  to  New  York  futures  should  refer  to  a 
failure  of  the  New  York  future  price  to  be  high  enough  in  relation 
to  spot  prices  to  substantially  reflect  the  cost  of  bringing  the  actual 
cotton  to  New  York.  As  a  matter  of  fact,  the  price  of  spot  cotton 
in  the  South  is  frequently  at  about  the  level  of  the  price  of  the  New 
York  future. 

The  reference  to  discounts  as  made  by  men  in  the  cotton  trade 
commonlv,  or  even  usually,  is  to  discounts  on  the  far  options  as 
comparecl  with  the  near  options,  in  which  case  the  mere  subtraction 
of  one  price  from  the  other  is  appropriate. 


1  See  Chapter  VII,  p.  163,  for  definition  of  squeeze. 
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The  discounts  of  far  options  under  nears  may  be  due  in  part  to 
urgent  buying  of  the  nears,  and  this  in  turn  mav  be  due  to  squeezes 
or  the  expectation  of  squeezes.  To  the  extent  that  such  urgent  buy- 
ing is  a  factor,  the  discounts  are  due  to  the  same  causes  as  the  squeezes. 
But  the  discounts  do  not  appear  merely  when  dehvery  is  at  hand. 
They  are  quite  general,  and  are  often  large,  three  or  four  months 
prior  to  the  time  of  dehvery.^  The  discounts  must,  therefore,  be 
attributed  to  more  general  causes  than  squeezes,  although  supply 
and  demand  conditions  in  the  cotton  futures  market  are  fundamental 
for  both  problems.  Among  the  supply  conditions,  one  general  cause 
of  discounts  that  has  been  suggested  is  short  crops,  a  subject  which 
is  considered  in  section  5  of  this  chapter. 

The  spot-future  discount  and  the  interoption  discount,  where  the 
terms  of  the  spread  relate  to  the  same  crop,  are,  as  already  mentioned, 
different  phases  of  the  same  tiling.  It  is  usually  assumed,  for  ex- 
ample, that  in  November  the  May  future  ought  to  sell  above  the 
December  future,  because  the  supply  of  cotton  in  May  is  much  less 
than  that  available  in  December,  and  whatever  part  of  the  crop 
there  is  left  at  the  later  date  must  have  been  stored,  and  correspond- 
ing expenses  incurred,  which  would  tend  to  increase  the  value  of  the 
cotton  on  hand  in  the  later  month.  This  difference  in  price,  or  such 
a  difference  as  might  naturally  be  attributed  to  this  cause,  is  some- 
times called  the  *' carrying  charge."  As  a  result  of  this  same  factor 
there  should  likewise,  according  to  the  carrying-charge  theory,  be  a 
difference  between  the  price  of  spot  cotton  in  November  and  the 

Crice  of  the  May  future  at  the  same  time,  the  latter  being  higher 
y  an  amount  allowing  for  the  cost  of  carrying  cotton. 
True  parity  between  spots  and  New  Yorlc  futures. — While  the  propo- 
sition holds  generally  that  spots  and  futures  come  together  in  the 
delivery  month,  it  requires  explanatory  qualification  in  two  particu- 
lars and  is,  in  a  third  respect,  open  to  misinterpretation  as  appUed 
to  New  York  cotton  futures.    • 

The  seller's  options  (as  to  quality  and  time  of  delivery)  in  the 
future  contract  tend  to  cause  a  discount  on  the  futures  in  the  delivery 
month.  The  discount  should  be  fairly  constant  from  option  to  option 
and  year  to  year,  and  if  the  commodity  dealt  in  by  way  of  futures  is 
physically  well  adapted,  through  its  natural  homogeneity  or  its  con- 
formability  to  standard  classifications,  to  future  trading,  it  should 
not  be  large.  The  seller's  option  factor  in  the  spread  for  cotton  is 
apparently  not  large,  because  the  average  spread  in  the  delivery 
month  is  not  large.  A  plus  spread,  or  what  may  be  called  a  carrying- 
charge  difference,  as  expressed  in  prices,  may  be  expected  to  be 
smaller  than  it  otherwise  would  be  by  whatever  may  be  the  effect 
of  this  factor  upon  the  computed  discount.  A  minus  spread  or 
discount  may  be  expected  to  be  correspondingly  greater.  These 
statements  refer  to  spot-future  spreads.  An  interoption  spread  is 
presumably  not  affected,  since  the  same  allowance  would  naturally 
apply  to  both  options. 

Spot  quotations  at  larger  spot  markets  are  frequently  for  even-run- 
ning lots,  while  deliveries  on  futures  are  usually  of  mixed  lots.     This 

>  For  example,  se«  the  four-year  averages  of  Tables  5b  and  5c  in  Appendix  5.  ^he  largest  discounts, 
occurring  where  options  relating  to  different  crops  are  compared,  are  not  due  to  the  same  causes  as  those 
between  options  relating  to  the  same  crop  year. 
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difference  between  spots  and  futures  is  reflected  in  the  merchandising 
basis,*  which  varies  greatly  from  time  to  time.  For  statistical  purposes 
this  difference  might  be  measured  by  comparing  basis-middling  ^  spot 
prices  with  even-running  middling  spot  prices,  but  spot  prices  ade- 
quate in  quantity  and  quality  for  such  a  comparison  are  not  available, 
so  that  no  such  computation  has  been  made. 

A  direct  comparison  between  spot  prices  in  the  South  and  New  York 
future  prices,  which  is  the  only  kind  of  comparison  that  is  practicable, 
should,  as  already  mentioned,  make  allowance  for  the  normal  differ- 
ence (a  matter  of  freight  and  handling  charges)  between  the  points 
compared.  In  theory  this  price  difference  should  be  substantially 
constant.  This  factor  in  the  situation  means  that,  even  when  New 
York  futures  are  above  southern  spots,  the  showing  may  still  in  effect 
amount  to  a  discount  on  the  futures,  and  that  actual  discounts  directly 
computed  do  not  fully  reflect  the  strength  of  factors  producing  them. 
True  parity  between  New  York  futures  and  southern  spots  will, 
therefore,  obtain  when  the  two  are  different  from  rather  than  equal 
to  each  other.  In  other  words,  the  apparent  spread  will  be  greater  or 
less  than  the  departure  from  true  parity.  Ii  the  freight  difference, 
for  example,  is  70  points,  a  premium  on  spots  of  20  points  is  in  effect 
a  discount  of  50  points  below  true  parity  (20  —  70=  —50)  and  a  dis- 
count on  spots  of  20  points  is  90  points  below  true  parity.  Considered 
from  this  viewpoint,  io^noring  for  purposes  of  illustration  the  premium 
situation,  (1)  the  delivery-month  discount  due  to  seller's  options  in 
the  future  contract  should  be  subtracted  from  a  directly  computed 
discount  on  the  spots;  (2)  the  difference  between  a  basis-middling 
price  and  an  even-running  middling  price  should  also  be  subtracted 
irom  a  directly  computed  discount;  and,  (3)  the  freight  difference 
should  be  added  to  such  a  discount.*  The  third  item  is  approximately 
70  points  at  present.  The  second  item,  it  may  be  inferred  from  an 
expert  opinion  cited  elsewhere,^  amounts  to  about  15  or  20  points, 
certainly  never  as  much  as  50.  The  first,  if  one  may  judge  from  de- 
livery month  discounts  at  New  Orleans  which  register  both  these 
influences,  can  scarcely  be  more  important.  Hence,  it  may  be  esti- 
mated for  purposes  of  illustration  merely  and  with  exactness  dis- 
claimed, that  a  true  parity  between  the  two  is  reached  when  the  spot 
Erice  in  the  South  is  below  the  New  York  future  price  by  something 
ke  30  or  40  points.  The  market  relationship  between  futures  ana 
spots  in  any  particular  delivery  month,  will,  oi  course,  vary  from  any 
such  computed  normal  or  true  parity.  But  in  general,  New  YorK 
futm-es  are  in  effect  at  a  discount  when  appreciably  less  than  30  points 
above  southern  spots. 

The  above-mentioned  factors  directly  affect  the  true  parity  between 
futures  and  spots  in  the  delivery  month,  when  actual  cotton  may  be 
applied  on  future  contracts,  and  the  effect  should  be  reflected  back 
prior  to  the  delivery  in  substantially  the  same  way.  But  in  consider- 
ing spot-future  spreads  some  time  prior  to  the  time  of  delivery  atten- 

*  Which  may  be  described  as  the  difference  between  the  price  the  merchant  will  pay  or  take  for  a  given 
grade  of  spot  cotton  and  the  future  price. 

»  For  description  see  Ch.  VI,  sec.  1. 

•  The  freight  difference  is  not  a  factor  in  the  New  Orleans  spot-future  spread  If  New  Orleans  spots  are 
used  in  the  computation.  If  the  spread  is  computed  from  the  10  designated  spot  markets  a  comparison 
between  New  Orleans  spot  prices  and  the  average  of  the  10  spot  markets  indicates  that  the  difference 
would  usually  not  be  large  enough  to  outweigh  the  other  two  factors  described.  Hence,  one  should 
expect  New  Orleans  futures  to  be  at  a  discount,  and  the  degrees  of  the  departure  from  true  parity  at  New 
Orleans  is  less  instead  of  greater  than  the  discounts  as  directly  computed. 

»  Ch.  VU.  sec.  12,  p.  185. 


£?/ffjra^  -17  CUR[^ES  SHOm/\/S  D/^  Y  BY  O/JY  S/'RB/TDS  BE:T^E'EN  THE 
OCrOB/E/?  OPTfON /N  THE  OE'L/l/'ETRY MOA/TH  ON  THE  NB1V  YORH 
/7/VO  NEW  ORLE/^NS  COTTON  EXCH/9NBE3  /^NO  THE  TEN 
PES/BN/7TEO  SOUTHE/fN  SPOT  Mi^RHETS  EOR  E/GHT  YE/^R^ 

New  )tr/'/r  '  New  OHeans 


Ov/7  y^df 
/3/3-/B 

f3/a-/3 

1 

/32e-S3 

o- 

-.« 

+.5 

o- 

*I.O 
+.5 

o- 

-to 

+.5 

o- 

-.5 

-lO 
-IS 

+.5 

o- 

-lO 
-IS 

•t-Uf 
+.3 

O- 

OOTOBEff 

^ 

t 

e  1^ 

^ 

J 

a 

7 

a 

-^ 

ta 

// 

/s 

/3 

f^\/S 

/B 

/p 

ta 

/3 

zu 

e/ 

se 

es\e^ 

—f^ 

1^ 

^ 

rtr- 

^ 

^^ 

»■■ 

^*^ 

1 

— 

4- — 

'Z- 

::::; 

^ 

-js 

+.5 

•O 

-s 

+.« 

- 

L 

— 

- 





^ 

-^ 

■ 

'^' 

^ 

---- 

— '" 

"^ 

r 

^w 

y^ 

s 

V^ 

^ 

. 

J 

y' 

""^ 

"N 

V 

' 

"^ 

~^ 

1 

r- 

.'^' 

~^\ 

— ^. 

^■ 

,/^v,^ 

.•-- 

-^ 

•^ 

t 

■ 

-.s 

■  -V 

V- 

■■ 

1  >w 

^•-v/ 

^ 

— 



+.5 

^c 

, 

^ 

-V 

^ 

^ 

"""^ 

^^ 

^ 

— ■ 

x^ 

r> 

--S 

1 

/ 

■•—. 

r- 

— 

,^ 

-^. 

4 

,f^~ 

V 

to 

-IS 

^' 

— 

"^ 

— , 

■A 

_rt 

— „ 

"^^, 

'' 

v^^ 

,^^ 

/ 

^ 

V 

-- 

-JS 
-45 

-v 

■^' 

— V. 

^ 

""^"ix 

f>f- 

— 

^.' 

V- 

N 

V 

_^ 

y 

V 

V 

^V 

^ 

-N 

V 

?^ 

V 

A 

*<S 
¥iO 
+..5 

/ 

\ 

k 

J\ 

' 

\ 

» 

^^ 

-V 

-.s 
-to 

-15 

-ep 

•¥.3 

=^- 

\^ 

p^ 

-.. 

v 

^ 

/^ 

-o 

--5 
-iff 
-/S 

^> 

V 

y 

-/ 

/ 

\ 

y 

^ 

L 

\ 

y 

\ 

<^ 

,-> 

\ 
x 

i 

V' 

-A 

\ 
\ 

i 

^' 

-eo 

--5 

—.s 
-to 

■¥ID 
+.3 

"" 

^ 

-^ 

— 

1     I 
■"^ 

"^ 

-- 



-, 

^ 

— 

1 

—— 

■^ 

'-—''' 

.-^ 

■^■ 

— 

— 



..»'■  '"^^ 

-•^ 

••iifc.^ 

^' 

■^ 

-^ 

— 

'■^- 

. 

-W 

¥,S 

O 

cam 

^ 

^ 

"** 

-^ 

— 

^"" 

"^ 

_^_ 

■^~ 

"**" 

.,^. 

•-^J 

-^ 

^ 

.-.-. 

-_ 

^_ 

/ 

S     J  \'9-\ 

.5 

s 

f 

<9 

3     /0\ 

ft 

re 

/3  /♦! 

/s 

ta 

/;» 

ta 

m 

eo 

Pt 

Ff 

es  e*.  \t 

OCTOBER                                                               \ 

98599»-24.    (Face  p.  210.) 


I 

I 

Ml 
I- III 


THE   COTTON    TRADE 


211 


tion  should  also  be  called  to  the  carrying  charge,  or  minimum  carrying 
cost,  tis  a  possible  factor  in  the  result.  In  contrast  with  those  pre- 
viously mentioned  this  factor  is  cumulative  in  its  effect  as  one  «jjets 
back  farther  from  the  month  of  delivery,  always  supposing  "the 
boundary  of  a  crop  year  is  not  crossed  or  a  season  when  the  market 
is  looking  forward  to  more  abundant  receipts  and  greater  stocks, 
instead  of  the  opposite,  entered  upon.  Tnere  are  actually  large 
discounts  on  the  future  at  times  when  deliver}^  is  far  ahead.  At  such 
times  futures  and  spots  are  not  tied  together,  as  in  deUvery  months, 
and  the  forces  peculiar  to  each  may  pull  the  two  wide  apart. 

The  hedger  is  not  at  all  concerned  with  the  point  at  which  a  final 
e<^uation  between  spots  and  futures  in  the  delivery  month  is  accom- 
plished, provided  that  point  be  fairly  constant  and  predictable.  A 
small  discount  in  the  delivery  month  that  is  to  be  expected  and  affects 
the  comparative  level  of  spots  and  futures  generally  affects  the 
price  on  the  initial  hedge  sale  and  the  repurchase  price  equally  and 
causes  him  no  loss.  If  he  can  reckon  with  a  discount  of  30  points, 
say,  he  can  place  his  hedges  with  reference  to  that  and  be  secure  as 
regards  the  hedging  service  the  futures  market  offers.  What  bothers 
the  hedger  is  changes  in  the  relation  between  spots  and  futures, 
particularly  the  narrowing  of  an  abnormal  discount  on  hedge  sales. 

Section  2.  Day-by-day  spreads  in  the  delivery  month. 

With  reference  to  what  happens  in  the  delivery  month  and  to 
squeezes,  it  is  necessary  to  take  into  account  the  variation  of  the 
relation  from  day  to  d,ay  between  spots  and  futures  and  between 
near  and  far  futures,  and  to  note  especially  any  abnormal  develop- 
ments toward  the  close  of  the  month  as  it  becomes  difficult  or  impos- 
sible for  shorts  to  make  delivery  of  actual  cotton  as  a  means  of  closing 
their  contracts.  But  it  should  not  be  forgotten  that  effects  charac- 
teristic of  the  closing  of  trading  in  an  option  may  extend  through 
the  whole  period  of  tne  delivery  month. 

Spot-future  spreads  in  delivery  months  for  October  options. — 
Spreads  of  future  prices  from  averages  of  spot  prices  *  for  the  10  spot 
markets  computed  for  the  New  York  market  and  the  New  Orleans 
market  for  the  8  years  1915-16  to  1922-23,  for  each  day  in  the  month 
of  October  are  sKown  in  the  form  of  curves  in  Diagram  IV." 

They  indicate  that  squeezes  occur  rather  infrequently  in  the 
October  delivery.  There  is,  however,  evidence  of  a  squeeze  in  the 
New  York  market  in  October,  1917,  because  the  spread  between  the 
current  future  and  southern  spots  increased  on  the  next  to  the  last 
day  of  trading  from  a  general  average  for  the  month  around  50  points 
above  the  average  price  of  the  10  spot  markets  to  140  points.  New 
Orleans  in  the  same  month  showea  futures  at  a  discount  until  the 
last  dav  of  the  month,  which  was  for  most  of  the  month  about  50 
points  below  the  10  spot  markets. 

A  comparison  of  the  curves  for  New  York  and  New  Orleans  for 
this  Octooer  shows  the  extent  to  which  the  movements  in  the  two 
markets  are  kept  in  line  with  each  other  possibly  by  straddling,  and 
the  tendency  of  the  two  curves  for  this  month  to  converge  on  the 
last  day  of  trading  (after  having  shown  the  opposite  tendency  for 

•  Daily  averages  for  the  10  designated  spot  markets,  as  computed  by  the  Department  of  Agriculture, 
with  each  market  given  equal  weight. 

*  Lack  of  quotations,  due  either  to  market  inactivity  or  a  holiday,  may  shorten  the  curve  for  one  market 
without  affecting  the  other. 
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five  days  previous)  may  perhaps  be  related  to  such  straddle  opera- 
tions. 

It  is  possible  that  the  curves  for  October,  1918,  should  also  be  read 
as  indicating  a  slight  squeeze  or  congestion  at  the  close  of  the  month, 
of  substantially  equal  effect  at  both  New  Orleans  and  New  York. 
But  there  was  little  change  in  the  spread  except  in  the  last  three  days 
from  the  17th  to  the  end  of  the  month. 

October,  1919,  shows  a  peculiar  condition  in  that  the  New  York 
future  was  throughout  the  month  below  the  level  of  the  New  Orleans 
future.  This  indicates  a  disposition  on  the  part  of  long  speculators 
in  the  New  York  market  to  run  awav  from  dehveries  at  that  time. 
In  October,  1920,  also,  it  appears  that  the  holders  of  long  future 
contracts  were  inclined  to  run  away  from  delivery  at  New  York, 
but  in  this  case  the  New  York  futures  stayed  above  the  New  Orleans 
futures.  There  is  also  an  evident  tendency  for  the  curves  for  the 
two  spreads  to  fluctuate  in  opposite  directions  during  this  month. 

In  October,  1921,  trading  conditions  for  both  New  York  and  New 
Orleans  appear  to  have  been  normal  and  equable  throughout  the 
month,  with  New  York  consistently  showing,  except  on  one  day,  a 
slight  discount  under  the  10  spot  markets.  For  October,  1922, 
the  curves  show  slight  indications  of  a  squeeze,  but  with  New 
Orleans  fluctuating  around  the  average  of  the  10  spot  markets  and 
New  York  rather  evenly  at  about  30  to  50  points  above  the  spot 
markets. 

Squeezes  do  not  appear  to  occur  as  frequently  in  the  earlier  as  in 
the  later  delivery  months  of  the  crop  year.  A  possible  explanation 
of  this  result  is  the  fact  that  the  supply  of  cotton  is  smaller  towards 
the  end  of  the  crop  year  than  it  is  early  in  the  crop  year.  Squeezes 
depend  more  or  less  upon  the  supply  of  cotton  available  for  dehvery 
being  comparatively  small.  It  might  be  added  that  this  condition 
of  itself  suggests  the  likehhood  of  more  frequent  squeezes  at  New 
York  than  in  the  southern  market,  because  of  the  frequent  absence 
of  adequate  stocks  of  cotton  in  New  York. 

Spot-future  spreads  in  delivery  months  for  May  options. — Compari- 
sons of  the  spreads  of  New  York  and  New  Orleans  futures  from  the 
average  price  for  the  10  spot  markets  are  shown  in  Diagram  V.  For 
the  month  of  May  in  1916  they  indicate  a  disposition  on  the  part  of 
the  longs  in  both  markets  not  to  receive  cotton.  In  May,  1917,  the 
spread  curves  suggest  a  mild  degree  of  congestion,  both  at  New  York 
and  New  Orleans.  At  New  York  the  price  earlier  in  the  month 
practically  touched  the  level  of  the  10  spot  markets,  and  rose  to  a 
premium  of  65  points  on  the  22d.  This  premium  is  just  about  what 
IS  required  to  ship  cotton  from  the  South  for  delivery  on  New  York 
futures.  It  should  be  noted  that  New  Orleans  showed  as  large  a 
swing  in  the  spread  from  the  10  spot  markets  during  Maj^,  1917,  as 
did  New  York,  but  most  of  the  change  was  by  way  of  bringing  the 
price  up  from  a  discount  of  65  points  to  a  premium  of  20  points  or  so. 

In  May,  1918,  there  appears  to  have  been  a  squeeze  in  New  Or- 
leans while  the  New  York  longs  were  running  away  from  delivery. 
But  this  appearance  of  a  squeeze,  as  the  curves  are  drawn,  is  not 
entirely  to  the  point,  since  what  it  amounts  to  is  the  running  up  of 
the  future  price  from  a  discount  of  398  points  on  the  20th  of  the  month 
to  a  discount  of  only  79  points  on  the  23d. 
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May,  1919,  at  New  York  shows  the  definite  earmarks  of  a  squeeze, 
with  the  price  running  up  from  24  points  prentium  over  the  southern 
spot  markets  on  the  12th,  to  134  points  premiimi  on  the  20th.  New 
Orleans  also  shows  evidence  of  congestion,  but  the  high  mark,  a 
premium  of  about  85  points,  was  reached  on  the  17th,  and  the  spread 
gradually  tapered  off  thereafter  to  about  50  points.  This  may  be 
attributed  largely  to  the  greater  facility  with  which  the  shorts  at  New 
Orleans  can  find  cotton  for  delivery. 

In  Mdy,  1920,  there  was  a  squeeze  at  New  York,  the  price  in 
relation  to  the  10  spot  markets  changing  from  a  discount  of  92  points 
on  the  14th  of  the  month  to  a  premium  of  over  120  points  on  the  19th 
and  20th  (the  last  two  days  of  quotations).  The  New  Orleans  curves 
showed  a  similar  conformation  though  not  quite  so  extreme  and  the 
New  Orleans  future  failed  to  come  up  quite  to  an  equaUty  with  the 
10  spot  markets  at  the  end  of  the  month. 

In  1921 ,  May  was  at  a  premiimi  over  the  10  spot  markets  throughout 
the  month  for  both  New  York  and  New  Orleans  with  no  fluctuation  in 
the  curve  such  as  would  indicate  a  squeeze  and  with  every  indication 
of  a  close  sjrmpathy  between  the  two  markets. 

In  May,  1922,  New  York  showed  a  high  level  of  premiums  through- 
out the  May  delivery  month,  with  a  strong  tendency  to  an  increase  of 
such  premiums  toward  the  close  of  the  month,  although  nearly  the 
same  snread  had  been  reached  at  the  beginning  of  the  month.  Since 
New  Orleans  was  fluctuating  between  an  equality  and  34  points 
premium  throi^hout  the  month,  while  New  York  was  fluctuating 
between  a  hundred  points  premium  and  something  over  160  points, 
it  may  be  claimed  that  1922  May  in  New  York  was  squeezed  throiio-h- 
out  the  month.  Possibilities  of  analysis  suggested  hy  this  situatTon 
are  developed  below  (p.  215). 

The  May,  1923,  curves  indicate  a  squeeze  at  New  York.  On  the 
2d  day  of  the  month  the  New  York  future  was  64  points  above  the  10 
spot  markets,  from  which  point  it  went  down  to  less  than  20  on  the 
7th,  then  rose  to  99  on  the  next  to  the  last  day  of  trading.  There 
appears  to  have  been  some  congestion  at  about  the  middle  of  the 
month  at  New  Orleans,  but  the  highest  premium  was  42  points,  on 
the  14th,  from  which  there  was  a  recession  to  a  21-point  discount 
on  the  second  from  the  last  day  of  trading. 

It  appears  that  New  York  showed  a  squeezed  condition  and  ab- 
normality more  frequently  than  New  Orleans.  At  the  same  time  it 
appears  that  in  pneral  New  Orleans  fluctuates  quite  directly  in  re- 
sponse to  New  York  fluctuations.  It  is  known  that  straddling  tends 
to  put  up  the  New  Orleans  future  price  whenever  New  York  is  run  up. 
The  New  Orleans  curves,  therefore,  can  hardly  be  taken  fairly  to  indi- 
cate what  may  be  expected  of  a  southern  delivery  market  where 
such  market  is  not  continually  influenced  by  straddling  from  the 
broader  and  more  influential  New  York  market  on  the  futures  of 
which  delivery  must  be  made  at  New  York. 

Interoption  spreads  in  delivery  months. — Day-to-day  comparisons  in 
the  delivery  month  should  be  extended  or  confirmed  by  comparison 
of  delivery-month  prices  with  prices  on  the  next  succeeding  active 
month  or  option.  October-December  and  May-July  interoption 
spreads  have  been  computed  for  eight  years  for  the  New  York  and 
New  Orleans  markets  and  the  data  plotted  in  accompanying  diagram. 
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Squeezes  are  in  this  case  indicated  by  discounts  on  the  later  month 
and  the  accentuation  cxf  such  discounts.'^ 

The  October-December  spread  day  by  day  for  the  month  of  October 
is  shown  in  Diagram  VI.  Curves  for  1915  and  1916  are  decidedly 
regular  with  a  premium  (m  the  far  option  and  little  tendency  to  any 
fluctuation  in  this  interoption  spread.  October,  1917,  shows  con- 
siderable dis(^ounts  throughout  the  mcmth  and  an  increase  at  the  close 
of  the  month  in  the  discount  for  the  New  York  future,  of  the  far  under 
the  near,  of  a  nature  to  indicate  some  element  of  squeezing.  A  similar 
.dip  occurs  in  both  the  curves  for  October,  1918,  New  Orleans  showing 
more  pronoimced  evidence  of  a  squeeze  than  New  York,  at  least  as 
regards  the  conformation  of  the  curve  toward  the  close  of  the  month, 
although  the  change  in  the  direction  of  an  enlianccment  of  the  dis- 
count during  the  month  as  a  whole  is  substantially  as  great  at  New 
York  as  at  New  Orleans.  The  interoption  spread  for  October- De- 
cember in  October  of  1919  shows  a  result  similar  to  that  for  1918, 
except  that  New  Orleans  is  more  decidedly  at  a  discount  than  New 
York.  Conditions  in  1920,  as  indicated  by  the  interoption  spread  in 
October,  show  some  indication  of  congestion  early  m  the  month, 
which  disappears  before  the  close.  In  1921  and  1922  the  curves  for 
both  markets  are  in  general  very  regular,  with  slight  premiums  of 
the  far  over  the  near  prevaihng,  except  as  regards  New  Orleans  in  the 
later  year,  where  the  near  and  the  far  are  substantially  on  the  same 
level  with  each  other  throughout  the  month. 

For  the  month  of  May  an  interoption  spread  has  been  computed — 
and  curves  plotted  in  Diagram  VII — for  the  two  futures  markets, 
comparing  May  and  July  options.  The  1916  and  1917  curves  hardly 
call  for  any  comment.  The  1918  May  curves  suggest  a  squeeze  at 
New  Orleans  but  none  at  New  York.  The  1919  curves  indicate  con- 
siderable apprehension  on  the  part  of  the  longs  of  both  markets,  but  the 
large  discounts  may  be  attributed  to  general  causes  and  they  become 
smaller  late  in  the  month.  The  1920  curves  show  clear  evidence  of  a 
squeeze  at  both  markets,  operating  more  strongly,  however,  at  New 
York,  as  evidenced  by  the  sharper  drop  in  the  curve  as  well  as  by 
the  heavier  discounts  on  the  far  option  throughout  the  month.  May 
of  1921  shows  stable  conditions  with  premiums  on  July  through- 
out the  month.  The  1922  May  curve  shows  some  evidence  of  a 
squeeze  at  New  York,  but  none  at  New  Orleans,  the  evidence  consist- 
ing in  large  discoimts  on  the  fars  throughout  the  month,  as  well  as 
an  enhancement  of  the  discount  toward  the  close  of  the  month.  In 
the  1923  May  a  similar  condition  held  as  regards  New  York,  with 
larger  discoimts  although  not  so  conspicuously  increasing  as  in  1922. 

On  the  basis  of  this  comparison  also  it  appears  that  New  York 
makes  a  somewhat  worse  showing  than  New  Orleans  as  regards 
evidence  of  squeezed  conditions."  But  the  comparison  of  futures 
with  southern  spots,  although  not  as  exact  in  nature  as  the  compari- 
son of  options  oy  way  of  their  spread, '^  is  in  some  respects  better 

"  These  spreads  as  plotted  should  be  read  differently  from  the  spot-future  spreads.  Distance  from  the 
axis  and  its  variation  is  still  essential  but  by  the  statistical  convention  observed  in  this  rejx)rt  (comformable 
to  that  used  for  spot-future  spreads)  the  near  option  price  is  sublracled  from  the  far  option  price,  so  that  a 
premium  on  the  near  is  looked  at  from  the  other  end  and  given  a  tninus  sign  as  a  discount  on  the  far. 

"  No  attempt  has  been  made  to  force  an  exactly  parallel  reading  of  the  evidence  of  the  two  sorts  consid- 
ered—that is,  the  sr>ot-future  and  the  interoption  delivery-month  spreads.  But  the  two  are  not  inconsistent 
with  each  other  unless  a  doubtful  reading  as  compared  with  a  definite  decision  be  regarded  as  an  incon- 
sistency. 

"  It  should  be  noted  that,  as  regards  the  spot-future  curves,  there  is  a  difference  in  time,  or  a  lag,  between 
the  terms  of  the  comparison  which  makes  the  fluctuation  in  the  points  dillerence  on  a  particular  day  not 
specifically  significant.  Of  this  the  greater  irregularity  of  the  curves  of  Diagrams  IV  and  V  than  of  VI 
and  VII  is  sufficient  evidence. 
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evidence  of  squeezes  than  the  change  in  the  interoption  spread  during 
the  dehvery  month  of  the  earlier  option. 

The  squeeze  may  be  intended  not  so  much  to  wring  money  from 
the  speculative  shorts  as  to  compel  merchants  to  ship  cotton  to  New 
York.  If  the  purpose  is  to  get  cotton  to  New  York  rather  than  to 
take  money  away  from  the  speculative  shorts,  the  squeeze  will  not 
be  operated  with  reference  to  running  up  the  price  on  the  maturing 
option  as  such,  but  only  so  as  to  widen  the  spread  of  the  option  from 
southern  markets  enough  to  induce  shipments,  and  there  will  be  no 
attempt  to  conceal  the  position  of  the  long  interest  until  it  is  too 
late  to  bring  cotton  to  New  York  to  apply  on  contracts.  Further- 
more, a  snread  between  May  and  July,  lor  example,  may  be  analyzed 
mto  an  element  of  actual  discount,  due  to  the  lurther  option  repre- 
senting an  expectation  of  more  abundant  supphes  of  the  commodity, 
and  an  element  of  actual  premium,  due  to  the  nearer  and  ''current'' 
option  being  bid  up  by  sellers  anxious  to  cover  instead  of  having  to 
find  cotton  to  deUver. 

Significance  of  the  comparative  level  of  New  YorJc  futures  througliout 
the  delivery  month.— A^  suggested  on  page  2 1 3,.the  New  York  future  mav 
be  in  a  saueezed  condition  throughout  the  deUvery  month,  although 
m  general  one  should  expect  such  a  condition  in  futures  to  develop 
only  toward  the  close  of  the  delivery  month.  In  May  of  1919,  when 
the  situation  as  indicated  by  the  spot-future  spread  curves  looks  at 
first  glance  like  a  squeeze  at  New  Orleans,  but  not  so  at  New  York, 
the  New  York  future  entered  the  month  of  May  at  80  points  over 
spots  in  the  South,  although  this  condition  was  followed  by  either 
an  advance  of  spots  or  a  recession  of  futures  until  the  latter  part  of 
the  month,  when  the  squeeze  is  clearly  marked. 

The  situation  in  May,  1922,  is  more  extraordinary,  the  New  York 
futures  being  around  150  points  over  the  spots  in  the  South  for  sev- 
eral days  in  succession  at  the  beginning  of  the  month,  after  which 
there  was  again  a  recession  in  the  spread,  but  not  to  as  low  as  100 
points,  followed  by  a  return  to  150  or  160  points  premium  on  the 
futures  at  the  end  of  the  month.  Meanwhile  New  Orleans  futures 
moved  through  the  month  at  a  level  slightly  above  the  10  spot  mar- 
kets, but  with  a  depression  below  them  at  two  points. 

In  general,  New  York  futures  enter  May  as  the  spot  month  at  a 
rather  high  level,  usually  at  a  premium  (freight  not  deducted).  This 
is  seldom  true  at  New  Orleans.  October  as  a  spot  month  usually 
shows  a  high  level  for  New  York  futures  as  compared  with  New 
Orieans  futures  throughout  the  month.  October,  also,  does  not  show 
so  frequently  as  May  the  general  symptom  of  a  squeeze  or  comer, 
which  IS  the  sharp  increase  of  the  price  toward  the  close  of  the  de- 
livery month. 

In  October,  1916,  New  York  future  prices  fluctuated  around  52 
points  over  southern  spots  throughout  the  month;  in  other  words, 
prices  were  not  far  from  a  shipment  basis.  October  of  1917  showed 
somewhat  the  same  level  (the  average  being,  in  fact,  a  little  higher) 
but  less  evenly  and  with  the  definite  earmarks  of  a  squeeze  at  the 
end. 

In  general,  an  examination  of  the  comparative  level  of  New  York 
futures  for  May  and  October  in  the  delivery  month  merely  reinforces 
conclusions  to  be  dra\^Ti  from  preceding  paragraphs  in  tThis  section. 
Some  of  the  spread  between  futures  and  spots,  however,  may  be  due 
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to  the  varying  degree  of  correctness  with  which  commercial  differences 
are  determined,  the  relative  overvaluation  of  any  grade  that  is  not 
extremely  scarce  tending  to  strengthen  any  element  of  delivery- 
month  discount  there  may  be,  regardless  of  squeezes. 

The  fact  that  the  squeezed  condition  of  New  York  futures  extends 
back  throughout  the  deUvery  month  and  is  thus  allowed  to  become 
evident  to  anyone  who  knows  the  comparative  price  of  spot  cotton 
in  the  South  and  futures  in  New  York  may  be  taken  to  indicate  that 
the  holder  of  the  long  interest  in  such  a  case  has  no  objection  to  re- 
ceiving cotton.  This  is  the  last  thing  that  the  mere  cornerer  wants; 
hence  the  motive  behind  the  New  York  squeeze  may  not  be  the  mere 
manipulation  of  the  futures.  How  a  merchant  may  seek  to  manip- 
ulate^' the  New  York  futures  as  a  means  of  protecting  his  hedges  in 
the  New  York  market  is  elsewhere  explained.**  It  would  seem  that 
this  is  more  often  the  motive  than  the  mere  squeezing  of  speculative 
shorts.  Spot  cotton  can  be  sent  from  Norfolk  to  New  York  and  actu- 
ally delivered  on  futures  on  48  hours'  notice.  On  the  other  hand  it 
takes  perhaps  ten  days  or  more  for  cotton  from  Texas  to  reach  New 
York  for  delivery." 

Section  3.  Discounts  of  far  under  near  options  and  of  futures  under 
spots. 

Conclusions  frcm  avililahh  statistical  data.— In  considering  the  prev- 
alence of  discounts  in  general,  instead  of  merely  m  the   delivery 
month  as  in  the  preceding  section,  it  is  convenient  to  pay  more 
attention   to  interoption  spreads  than  spot-future  spreads.     It  is 
properly  assumed  that  the  carrying  charge  should  be  reflected  m 
both  sorts  of  spread,  and  any  tendency  to  a  discount  of  fars  under 
nears  is  as  important  with  reference  to  the  counterbalancing  of  the 
carrying  charge,  and  the  disturbing  effect  of  discounts  upon  hedges, 
as  is  a  similar  tendency  to  discounts  of  futures  under  spots,     gues- 
tions  as  to  what  is  a  true  parity,  furthermore,  do  not  comphcate  the 
comparison  in  the  case  of  interoption  spreads  as  in  the  case  of  spot- 
future  spreads,  because  both  terms  entermg  mto  the  mteroption 
spread  are  affected  in  the  same  way.        ,     .  ,,  ,       ,.        .  .      ,.  „ 
Comprehensive  interoption  spreads  for  the  full  duration  of  trading 
in  the  paired  options  have  been  computed  for  the  eight-year  period, 
1915-16  to  1922-23.     They  show  so  strong  a  tendency  to  discounts 
that  the  eight-year  averages  show  premiums  on  the  fars  only  in  the 
early  calendar  months  of  the  crop  year  and  for  the  options  maturine 
early  in  the  crop  year.     Averages  combining  the  various  options  and 
calendar  months  for  this  eight-year  period  show  that,  for  options 
relating  to  the  same  crop  year,  the  discount  at  New  Orleans  is  slightly 
less  than  three-fourths  as  large  as  the  discount  at  New  York      Where 
different  crop  years  are  involved  in  the  interoption  spreads,  however, 
the  discount  at  New  Orleans  is  shghtly,  but  only  slightly,  larger  than 
the  discount  at  New  York.  .  , 

Because  of  the  inclusion  of  the  war  years  within  this  eight-year 
period,  and  because  of  the  extraordinary  effect  of  the  war  upon  futures, 
especially  in  the  direction  of  causing  very  heavy  discounts,  it  is 
important  to  obtain  averages  for  the  years  m  this  period.     J^or  this 

«  See  Ch  VIII,  sec.  2,  first  subsection;  also  p  226  below.  Orlaans  showi 

deUvery  upon  the  rriation  between  spots  and  futures. 
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purpose  the  years  1915-16,  1916-17,  1921-22,  and  1^22-23  are  taken 
IS  comparatively  normal.  A  test  of  the  difference  between  these 
four  comparatively  normal  years  and  the  eight  years  of  the  entire 
period,  made  with  regard  merely  to  the  fact  of  a  discount  or  a  pre- 
mium on  the  total  number  of  instances  of  spreads  covered  in  the 
respective  periods,  shows  a  heavy  preponderance  of  negative  spreads, 
or  of  discounts,  in  the  eight  years.  In  the  four-year  period  discounts 
are  still  numerous,  but  they  are  not  preponderant  for  spreads  be- 
tween options  pertaining  to  the  same  crop,  as  in  the  eight-year 
period.  With  reference  to  this  proportion,  it  should  be  remembered 
that,  for  options  of  the  same  crop  year,  because  of  the  influence 
of  the  carrying  charge,  discounts  on  the  fars  should  be  exceptional. 

Average  interoption  spreads  for  the  four  comparatively  normal 
years  also  show  a  situation  favorable  to  the  workings  of  the  New 
Orleans  as  compared  wdth  the  New  York  futures  market.^*  In  other 
words,  the  premiums  at  New  Orleans  are  larger  or  the  discounts  are 
smaller.  The  number  of  instances  used  for  spreads  where  both 
options  mature  in  the  same  crop  year,  and  when  the  trading  month 
is  also  within  the  crop  year,  is  296  and  the  average  spread  at  New 
York  is  -f  0.65  of  1  per  cent  of  prices,  while  at  New  Orleans  it  is 
+  0.91  of  1  per  cent — a  larger  premium  for  New  Orleans. 

Instances,  numbering  148,  where  both  options  mature  in  the  same 
crop  year  and  when  the  trading  month  is  prior  to  the  crop  year  de- 
livery, show  a  combined  average  spread  for  New  York  of  —  0.05  of  1 
per  cent  and  for  New  Orleans  of  H-0.08  of  1  per  cent.  For  options 
maturing  in  different  crop  years,  the  number  of  instances  is  236  and 
both  the  average  spreads  are  discounts,  the  spread  at  New  York 
being  -4.38  per  cent  and  at  New  Orleans  -4.31  per  cent.  The 
total  result  appears  tx)  be  in  favor  of  New  Orleans  as  a  market  of 
which  the  usefulness  is  less  impaired  by  a  tendency  to  discoimts 
than  is  that  of  the  New  York  cotton  futures  market. 

Some  similar  four-year  averages  for  spot-future  in  place  of  inter- 
option spreads  have  been  computed,  comparing  the  10  spot  markets 
with  New  Orleans  and  New  York  futures,  with  resmts  likewise 
favorable  to  New  Orleans. 

All  the  data  and  analysis  upon  which  the  foregoing  conclusions 
and  generalizations  are  based  are  contained  in  Appendix  5,  to  which 
the  reader  is  referred  for  details. 

Monthly  average  spot-future  spreads  for  eight  May  options. — In 
order  to  relate  the  facts  shown  by  interoption  spreads  to  me  facts  as 
regards  spot-future  spreads,  the  spot-future  spreads  comparing  New 
York  and  New  Orleans  with  the  10  spot  markets  for  the  May  option 
in  8  years  have  been  computed  and  are  presented  in  the  form  of 
curves  in  Diagram  VIII.  These  curves  show  when  premiums,  or 
"carrying  charges,''  appear  in  the  cotton  futures  markets.  The 
spreads  are  shown  in  numerical  form  in  Appendix  Table  IX. 

In  1915-16  the  curves  for  the  spot-May  spreads,  on  the  basis  of 
monthly  averages,  show  considerable  conformity  to  the  carrying 
charge  theory.  ITiere  were  discounts  at  New  York  only  in  AprQ 
and  at  New  Orleans  only  in  February,  March,  and  April,*®  and  the 

>*  The  number  of  instances  from  which  the  average  is  derived  is  made  the  same  for  New  Orleans  and 
New  York,  a  spread  that  can  be  computed  for  one  market  but  not  for  the  other  not  being  used.  Thero- 
tore  the  disparateness  of  the  spreads  combined  into  a  single  average,  does  not  aHect  the  accuracy  of  the  com- 
parison of  the  two  markets. 

»  The  delivery  mouth  would  naturally  not  show  a  carrying  chargo. 
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premiums  for  months  prior  to  these  regularly  increased  with  the 
remoteness  of  the  dehvery  month.  In  September  at  New  Orleans 
the  premium  was  127  points,  which,  averaged  to  February,  when 
it  had  disappeared,  amounted  to  25  points  a  month.  The  1916-17 
spot  May  curve  also  shows  premiums  up  to  and  including  November 
for  New  Orleans,  and  up  to  and  including  January  for  New  York, 
but  the  dip  in  February  is  very  sharp  and  evidence  of  congestion 
in  the  New  York  market  appears  in  April.  In  none  of  the  other 
six  years  is  there  anything  like  a  normal  carrying  charge  conforma- 
tion of  the  spot-May  curve. 

There  were  discounts  and  only  discounts  in  1917-18  and  1918-19, 
both  at  New  York  and  New  Oi'leans,  except  for  the  effect  of  the  New 
York  squeeze  on  spreads  in  April  and  May  in  1919.  The  slant  of  the 
curves  from  August  to  January  in  1918-19,  it  is  true,  was  downward,  as 
in  the  case  of  the  two  earlier  years  that  show  a  carrying  charge 
influence,  but  no  such  factor  was  at  work  for  there  were  discounts 
and  only  discounts,  the  figure  increasing  from  77  points  discount  at 
New  York  in  September  to  492  points  in  February.  Some  of  the  other 
curves  show  a  similar  dip  at  the  beginning  of  their  life  (when  the  spot 
prices  are  for  the  old  crop) ,  but  then*  conformation  is  otherwise  con- 
trolled by  the  tendency  of  the  spot  and  future  prices  to  come  together 
in  the  delivery  month,  which  causes  the  discount  to  narrow  gradually 
from  its  maximum  to  some  sort  of  parity  with  spots  at  the  close  of 
the  option.  For  the  May,  1920,  option  the  maximum  discount  was 
reached  in  December.  Within  the  crop  year  1920-21  it  was  reached 
in  August.  Discounts  were  not  so  lai^e  in  1921-22  and  1922-23  as 
previously,  but  instead  of  showing  the  slope  characteristic  of  a 
carrying  charge,  the  curves  show  the  opposite  sort  of  a  slope.  The 
relationship  between  the  two  markets  (spots  and  futures)  reached 
a  condition  of  practical  equihbrium  for  the  1921-22  May  option 
(referring  to  the  closing  months  of  the  option) — if  one  may  judge 
from  the  appearance  of  the  concluding  part  of  the  curve — at  a  price 
for  New  York  May  futures  more  than  100  points  above  the  10  spot 
markets;  and  in  1922-23  the  similar  practical  equilibrium  involved  a 
price  at  New  York  about  50  points  above  the  10  spot  markets. 
New  Orleans  was  scarcely  15  points  away  from  the  10  spot  markets 
in  the  dehvery  month  in  either  of  these  two  years,  in  the  first  year 
that  much  above  them  and  in  the  second  year  that  much  below 

them. 

The  inference  from  the  spot-May  spread  curves  pomts  to  the  same 
general  conclusion  as  that  obtained  by  the  more  general  comparison 
of  far  and  near  options  for  an  eight-year  period,  except  that,  with  the 
figures  taken  this  way  year  by  year,  it  does  appear  that  on  occasion 
the  cotton  market  can  show  a  carrying  charge,  even  under  the  present 
cotton  futures  act,  which  has  been  thought  by  some  in  the  cotton 
trade  to  be  the  cause  of  the  tendency  to  discounts  on  the  fars. 

Practical  hearings  of  the  discounts. — If  the  futures  market  makes  it 
possible  for  a  merchant  to  sell  the  hedge  at  a  price  sufficiently  above 
the  price  paid  to  the  producer  of  the  cotton  to  give  him  a  carrying 
charge,  or  for  him  to  deliver  the  cotton  on  the  futures  at  a  profit,  he 
will  be  a  ready  buyer  of  spot  cotton,  regardless  of  whether  there  is  an 
active  demand  from  the  mills  or  not.  When  the  futures  are  at  a 
discount  under  spots,  or  when  the  fars  are  at  a  discount  under  the 
nears  (conditions  whidi  operate  to  make  the  simple  hedge  sale  an 
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inadequate  means  of  protecting  cotton  carried  unsold),  the  merchant 
will  meet  the  situation  in  part  by  being  less  ready  to  carry  stocks  of 
cotton,  and  anxious  to  dispose  of  cotton  hedged  at  a  discount  before 
the  discount  narrows  or  disappears.  He  will  buy  cotton  less  readily, 
except  as  he  makes  sales  to  spinners  who  are  his  customers-  in  other 
words,  he  will  tend  to  lower  his  buying  ''basis,''  or  will  be  disposed 
to  buy  at  fewer  points  on,  or  more  points  off,  the  future,  feere 
will,  therefore,  be  some  tendency  for  the  spots  to  come  down  to  the 
futures,  unless  the  demand  from  the  mills  for  forward  contracts  is 
active.  The  merchant  may  also  mingle  his  hedging  at  a  discount 
with  straddle  operations,  in  a  way  requiring  much  skill,  as  well  as 
involving  much  risk.  On  the  whole,  the  prevalence  and  persistence 
of  discounts  is,  other  things  being  equal,  inimical  to  the  interests  of 
the  producer. 

I'he  above  conclusion,  however,  supposes  that  spot  prices  are  at  a 
level  appropriate  to  supply-and-demand  conditions  m  the  cotton 
trade  and  that  the  future  price  is  affected  by  technical  conditions 
largely  peculiar  to  or  primarUy  operating  upon  the  futures  market. 
1  he  present  and  following  sections  of  this  chapter  indicate  that  the 
^ew  York  futures  may  m  fact  be  much  affected  by  such  technical 
conditions.  But  it  may  be  that  discounts  are  associated  with  short 
crops  (and  high  prices  for  spots)  and  with  an  expectation  on  the  part 
of  speculators  that  prices  are  sooner  or  later  going  to  come  down. 
In  that  case  the  producer  will  naturally  be  better  satisfied  with  gen- 
eral conditions  when  there  are  discounts  (though  he  is  not  better  off 
because  of  the  discounts)  than  when  there  are  premiums  on  the  futures 
and  the  far  options.  Various  possibilities  explaining,  or  offered  as 
explaining  the  tendency  to  discounts  will  be  considered  in  the 
second  following  section,  which  deals,  among  other  things,  with  the 
theory  that  discounts  accompany  short  crops  and  premiums  lart^e 
croDs.  ^ 

The  immediately  following  section  deals  with  actual  hedges  and 
hedging  policies  of  certain  cotton  merchants. 

Section  4.  Hedging  practices  of  certain  large  cotton  merchants. 

Character  of  the  daia.—ln  connection  with  this  investigation,  the 
commission  has  obtained  data  of  future  trades  for  three  large  cotton 
merchants  m  such  form  as  to  show  volume  of  transactions  and  of 
open  trades  by  options  from  day  to  day  on  the  various  cotton  futures 
markets.  As  used  in  this  section  these  data  have  been  condensed 
into  figures  for  half-monthly  periods,  with  the  open  contracts  shown 
as  of  the  15th  and  end  of  each  month. 

These  trades  are  presumably  hedges,  but  it  is  not  necessarily  to 
be  inferred  that  because  one  of  the  merchants  was  short  a  certain 
quantity  of  futures  on  a  given  day  he  owned  exactly  the  corresponding 
quantity  of  spot  cotton  at  that  time.  It  is  not  unusual  for  some 
cotton  merchants  at  times  to  hold  cotton  unhedged  to  a  considerable 
extent.^7  The  holdings  of  these  three  large  merchants,  therefore,  if 
their  holdings  are  not  exactly  equal  to  their  open  futures,  are  more 
likely  to  be  larger,  rather  than  smaller,  than  their  net  open  future 
sales.  ^* 
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The  net  sales  of  the  merchants  in  a  particular  market,  however, 
and  especially  in  a  particular  option,  ao  not  necessarily  represent 
actual  cotton  held.  The  other  end  of  such  an  open  sale  may  be  an 
open  purchase  in  a  different  option,  or  in  a  different  market.  In 
other  words,  the  straddle  operations  of  the  larger  merchants  are 
reported  to  be  extensive;  and  their  position  in  a  given  option  or  in 
a  given  market  may  sometimes  relate  to  their  straddle  interests  in- 
stead of  their  spot-cotton  holdings. 

These  data  of  futures  obtained  for  three  large  cotton  merchants 
are  presented  only  in  combined  form.  The  data  are  not  auite  com- 
plete. There  was  shown  a  negligible  Quantity  of  trades  in  tne  futures 
of  Havre,  France,  which  has  been  disregarded.  One  of  the  three 
merchants  did  not  return  data  for  other  than  the  New  York  futures 
market  but  stated  that  his  New  Orleans  and  Liverpool  future  trades 
were  "not  very  large."  The  data  for  another  of  the  three  merchants 
were  not  quite  complete,  the  futures  of  branch  houses  not  being  in- 
cluded, but  the  omission  does  not  affect  the  representative  quality 
of  the  data  by  markets.  Tlie  compiled  totals  are  considered  repre- 
sentative of  the  use  made  of  futures  markets  by  such  cotton  mer- 
chants. 

Character  and  variation  of  the  future  interesKs  of  the  three  merchants. — 
The  extent  of  the  transactions  of  these  three  merchants,  subject  to 
qualifications  for  incompleteness  just  mentioned,  is  indicated  bv  the 
data  presented  in  Appendix  Table  X,  which  shows  their  combined 

Eurchases  and  sales  of  New  York  cotton  futures  in  hundreds  of  bales 
y  half-monthly  periods  for  the  three  crop  years  1919-20,  1920-21, 
and  1921-22.  Their  purchases  on  the  New  York  futures  market 
ranged  from  3,000,000  to  4,750,000  bales  per  year.  But  the  extent 
of  the  cotton  business  of  these  merchants  at  any  particular  time  is 
best  indicated  by  their  open  interests. 

Appendix  Table  XI  shows  open  interests  of  these  three  merchants 
at  N  ew  York  and  also  open  interests  for  the  three  large  futures  mar- 
kets, subject  to  the  qualifications  previously  mentioned.  It  is  note- 
worthy that  the  net  open  interest  was  substantially  always  on  the 
short  side;  that  is,  the  merchants  are  presumablv  holding  cotton 
unsold  (as  spot  cotton),  which  is  protected  by  a  hedge  sale  of  the 
futures.  The  average  sold  open  interest  of  the  three  merchants  at 
NeAV  York  was  146,000  bales  in  1919-20,  176,000  bales  in  1920-21, 
and  228,000  bales  in  1921-22.  The  short  open  interest  for  all  three 
markets  combined  Was  considerably  larger  than  this  except  in  the 
first  of  the  three  years,  despite  the  fact  of  the  omission  of  the  interest 
of  one  of  the  three  merchants  at  New  Orleans  and  Liverpool.  The 
open  sales  as  averaged  (net)  for  the  year  are  reduced  somewhat  by 
reason  of  the  fact  that  the  net  open  is  on  the  other  or  long  side  of  the 
market  at  the  close  of  1919-20  and  also  for  several  months  during 
the  early  part  of  1920-21. 

The  net  open  long  interest  of  these  firms  on  the  New  York  market 
reached  a  maximum  of  74,000  bales  at  the  end  of  August,  1920. 
It  is  noteworthy  that  at  the  corresponding  dale  of  the  previous 
year  the  net  open  interest  was  on  the  short  side  of  the  market  and 
amounted  to  154,000  bales,  while  in  1921  at  the  corresponding  date 
the  open  interest  was  also  short  and  amounted  to  389,000  bales. 
The  appearance  of  this  long  open  interest  for  several  weeks  can  not, 
therefore,  be  explained  by  a  seasonal  cycle  in  the  needs  of  the  cotton 
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merchants,  but  must  have  been  due  to  special  conditions  prevailing 
in  the  summer  of  1920. 

It  would  seem  that  prior  to  the  business  crisis  that  came  in  the 
fall  of  that  year  cotton  mills  were  eagerly  purchasing  cotton  for  for- 
ward delivery  and  promptly  pricing  their  buyer's  call  contracts  to  an 
extent  that  mi]^ht  itself  properly  have  been  taken  to  be  an  indication 
of  an  approaching  business  crisis.  Because  of  a  reversal  of  business 
conditions  and  slackness  of  mill  demand  the  cotton  merchants  were 
probably  putting  out  short  hedges  to  an  unusual  degree  in  the  later 
months  011920-21  and  the  earlier  months  of  1921-22.  Cancellations 
of  purchases  also  were  probably  a  factor  in  the  situation. 

The  peak  of  the  open  interest  of  these  merchants  in  the  New  York 
market  in  1919-20  amounted  to  296,000  bales  (on  the  short  side) 
and  was  reached  on  October  31.**  In  1920-21  the  peak  was  reached 
on  the  very  last  day  of  the  crop  year,  that  is,  July  31,  1921,  and 
amounted  to  393,000  bales.  Conditions  at  this  season  also  controlled 
the  location  of  the  peak  in  the  next  crop  year,  the  largest  figure  for 
that  year  being  for  August  15,  and  amounting  to  404,000  bales;  but 
the  next  largest  figure  of  this  crop  year  occurred  on  May  31,  and 
amounted  to  402,000  bales. 

The  figures  for  the  three  markets  combined  ran  a  course  similar  to 
that  for  the  New  York  market.  The  maximum  for  1919-20  occurred 
at  the  same  time,  but  amounted  to  somewhat  less  than  the  separate 
New  York  figures.  The  maximum  for  the  three  markets  combined 
in  1920-21  occurred  at  a  different  date  from  the  maximum  for  New 
York  and  was  considerably  larger,  being  452,000  bales  on  June  15. 
In  1921-22  the  combined  maximum  also  was  at  a  different  date  from 
the  New  York  maximum,  although  in  the  same  general  period,  occiu*- 
rine  on  September  30  and  amounting  to  444,000  bales. 

Magnitude  of  their  interest  infuiures. — With  regard  to  the  indicated 
magnitude  of  the  operations  of  these  three  merchants,  it  is  note- 
worthy that  an  opsn  interest  in  the  futures  of  400,000  bales,  with 
cotton  at  25  cents  or  30  cents  a  pound,  involves  net  conimitments  to 
the  value  of  $50,000,000  or  $60,000,000. 

The  scale  of  operations  of  these  merchants  in  its  relation  to  trading 
on  the  New  York  Cotton  Exchange  is  set  forth  in  the  following  table : 

Table  22. — Total  New  York  futures  transactions  and  open  interests  (hundreds  of 
bales)  in  relation  to  the  operations  of  certain  large  cotton  merchants,  1919-20 
to  1921-22 


Crop  years 

191»-20 

1920-21 

1921-22 

Total  sales  of  futures  at  New  York ... 

733,333 

28,127 

3.84 

7,411 
1,463 
19.74 

677,586 

40,050 

5.91 

7,861 
1,756 
22.34 

783,617 

Sales  of  New  Vork  futures  by  3  cotton  merchants  «  ... . 

45,477 

Ratio  (per  cent)  of  merchants'  sales  to  total  sales 

5.80 

Average  end-of-month  open  at  New  York  Cotton  Exchange  clearing 
house 

9,317 

Average  open  interests  of  3  cotton  merchants  • 

2,275 

Ratio  (per  cent)  of  mer^ants'  open  to  total  open  at  clearing  house  ^ 

24.42 

•  For  data  see  Appendix  Tables  X  and  XI. 

b  It  would  be  proper,  with  reference  to  indicating  the  importance  of  these  three  m«-chant3  in  the  market, 
to  add  the  long  open  to  the  short  open  in  obtaining  this  average,  instead  of  computing  the  net,  as  is  done. 

*  Actually  the  highest  figure  of  those  at  the  middle  or  end  of  the  month,  as  with  the  other  peak! 
ceferred  to. 
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The  three  merchants'  future  sales  accounted  for  from  4  to  6  per 
cent  of  total  New  York  future  sales  and  their  op(^n  interests  were 
20  to  24  per  cent  of  the  total  open  at  the  clearing  house.  The  first 
ratio  is  an  inadequate  measure  of  the  weight  of  the  merchants' 
trading  because  of  the  scalping  that  enters  into  the  trading  across 
the  ring.^''  The  open  at  the  clearing  house,  on  the  other  hand,  is 
considerably  smaller-*  than  the  quantity  open  for  all  customers  on 
the  books  of  clearing  members,  and  the  merchants'  net  open  is 
more  nearly  cojiip arable  with  the  latter  than  with  the  former  figure. 
It  is  clear,' at  any  rate,  that  of  the  contending  interests  in  the  New 
York  cotton  ring  sonie  are  giants  among  pygmies. 

The  weight  of  the  trades  and  open  interests  of  these  merchants  in  total 
trading  and  in  to  talopon  interests,  and  the  extent  to  which  their  partici- 
pation is  based  upon  straddle  operations — taken  in  conjunction  with  the 
degree  to  which  their  position  is  an  index  of  what  is  going  to  happen 
to  the  market — argues  in  favor  of  the  ponipt  publication  of  total 
transactions  and  total  (►pen  interests  in  each  futures  market  as  the 
figures  change  from  day  to  day.  Such  publication  would  serve  to 
prevent  the  dissemination  of  exaggerated  rumors.  On  the  other 
hand,  n^nsonable  interpretations  of  the  situation  in  futures  would 
have  something  definite  to  tie  to.*- 

Futures  open  hy  options  graphically  presented. — In  dealing  with  the 
data  of  the  futures  of  these  three  merchants,  with  reference  to  deter- 
mining what  may  have  been  their  practices  in  the  use  of  the  futures 
market,  it  is  necessary  to  consider  the  figures  in  detail  as  separated 
by  markets  and  options.  An  understanaing  of  the  policies  pursued 
is  facilitated  by  having  the  data  presented  in  the  form  of  curves. 
With  reference  to  hedgmg  and  other  possible  uses  of  the  futures  the 
significant  figure  is  the  figure  for  the  open  interest  of  the  merchants  as 
it  appears  from  time  to  time  for  eacn  option.  All  the  figures  used 
are  for  net  open  interests.  This  means  that  if  one  merchant  is  on  the 
long  side  and  another  on  the  short  side  of  a  particidar  option  the 
combined  figure  is  the  difference  between  the  two.  It  is  presumable, 
however,  that  the  poHcies  of  the  different  merchants  in  relation  to  an 
existing  demand  and  price  situation  will  tend  to  be  similar,  so  that 
the  merchants  will  usually  all  be  long  or  all  be  short  as  regards  their 
net  position  at  any  given  time.  This  in  fact  is  usually  the  situation. 
In  handling  their  straddles,  it  is  true,  they  may  uifTer  from  one 
another  as  to  their  judgment  of  the  needs  of  a  situation  more  than  in 
hedging."  But  the  combined  net  figure  will  be  all  the  more  represen- 
tative of  the  balance *of  opinion  among  these  merchants.  It  should 
be  noted  that,  on  the  assiunption  that  the  net  open  on  all  options  and 
markets  is  substantially  equal  to  spot  cotton  commitments  calling  for 
hedging,  it  is  possible  to  read  from  the  curves  plotted  by  options  and 
by  markets  the  comparative  volimie  of  stradole  operations."  Open 
purchases  at  Liverpool,  for  example,  may  be  part  of  a  straddle 

»  The  scalpers  buy  and  sell  in  substantially  equal  quantities  during  the  day  and  therefore  ordinarily  have 
little  or  no  eMect  on  the  course  of  prices  from  day  to  day. 

"  The  clearing  member  who  has  caxtomers  long  to  the  extent  of  20,000  bales  and  other  customers  ahwt 
to  the  extent  of  35,000,  settles  the  offsetting  20,000  and  is  short  at  the  clearing  house  only  15,000  bales, 

"  This  subject  is  discusst-'d  in  section  10  of  Chapter  V.  .,.,., 

»  But  the  danger  of  diversity  in  the  handling  of  straddle  operations  that  involve  taking  deliveries  at 
New  York  on  one  option  and  putting  them  out  on  the  next  may  occasion  a  desire  on  the  part  of  friendly 
cotton  merchants  to  be  together  in  such  matters.  j  *w      ».  j 

"  Cotton  merchants  sometimes  hedge  the  cotton  they  are  buying  by  a  sale  of  one  option  and  then  hedge 
a  completed  spot  sale  for  forward  delivery  by  the  purchase  of  another  option  (or  market)  instead  of  covering 
the  hedge  sale.  But  such  an  operation  is  in  substantial  eilect  «  straddle,  though  that  designaUon  is  iu>l 
«zact  or  adequately  descriptivo. 
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operation  between  Liverpool  and  New  York  on  which  the  short  end 
is  at  New  York,  where  it  is  likely  to  be  combined  with  a  large  volume 
of  short  hedges.  But,  as  will  appear  presently,  the  straddle  interest 
is  more  often  or  more  largely  a  matter  of  straddling  between  opti^ps 
than  of  straddling  betwe  *n  markets. 

Diagrams  IX-a  and  IX-b  contain  the  curves  by  options  for  the 
combined  figures  of  the  three  merchants.  Included  also  are  curves 
for  the  same  options  showing  the  spread  of  New  York  futures  from 
the  average  of  the  10  designated  spot  markets.'* 

Owing  to  the  practice  of  straddling,  the  significance  of  the  succes- 
sive curves  for  a  particular  option  is  in  large  part  dependent  upon 
what  is  shown  in  the  curves  for  other  options  at  the  same  time,  but  it 
is  necessary  first  to  consider  the  curves  separately,  and  it  is  con- 
venient to  consider  them  in  the  order  of  the  options. 

Octobers,  Decembers,  and  Januarys, — The  merchants  were  generally 
short  of  the  October  options.  But  they  were  to  a  considerable 
extent  long  of  Liverpool  futures  toward  the  close  of  the  October 
option  in  1920,  and  again  though  not  so  much  in  the  1921  Liverpool 
Octobers.  In  fact,  these  merchants  in  general  appear  to  use  the  long 
side  of  the  Liverpool  market  and  are  willing  to  be  long  at  Liverpool 
throughout  the  life  of  an  option,  as  they  are  seldom  disposed  to  be 
either  at  New  York  or  New  Orleans. 

There  is  a  marked  difference  between  the  character  of  their  future 
trades  in  1921  Octobers  and  in  the  Octobers  of  the  preceding  year. 
In  1920  they  were  considerably  short  of  Octobers  early  in  the  life 
of  this  option  and  then  reduced  their  short  interest,  even  becoming 
long  of  the  option  at  New  York  by  the  middle  of  May.  In  1921 
Octobers,  on  the  other  hand,  they  were  increasingly  short  of  the 
New  York  option  up  to  the  15th  of  Jime  and  very  heavily  short  from 
then  till  after  July  15.  From  then  on  they  steadily  reduced  their 
short  interest  but  were  at  no  time  appreciably  long  of  the  market  in 
that  particular  option.  The  reason  for  this  may  be  inferred  from 
the  character  of  the  spread  between  New  York  futures  and  spot 
cotton  in  the  South  during  the  period.  There  was  a  good  premiimi 
on  spots,  or  a  carrying  charge,  practically  throughout  the  period, 
so  that  merchants  had  less  hesitancy  in  selling  the  future,  even  when 
it  became  the  near  future,  and  less  nesitancy  m  buying  cotton  in  the 
expectation  of  holding  it  imder  such  a  hedge  sale.  The  situation 
was  very  much  the  opposite  of  this  during  the  life  of  the  1920  October 
option.  For  the  part  of  the  life  of  the  1922  October  option  that  is 
covered  by  the  data  the  situation  was  fairly  favorable  to  short  hedg- 
ing and  the  option  was  being  rather  freely  used  in  this  way,  although 
with  some  tendency  to  a  reversal  of  form  appearing  about  the  first 
of  Jul}r,  apparently  in  response  to  a  change  m  conditions  as  regards 
the  price  spread. 

During  the  three  years  the  merchants  appear  to  have  been  more 
inclined  to  buy  than  to  sell  Decembers.     They  were  long  at  New  York 

»  With  reference  to  comparison  with  these  spread  curves,  as  well  as  with  regard  to  the  fact  that  the  Xew 
York  futures  are  more  comprehensive  for  the  merchants  represented  than  futures  for  other  markets,  the 
curves  for  New  York  open  interests  are  made  somewhat  more  conspicuous  than  those  for  the  other  markets. 
It  will  be  noted  that  the  options  maturing  at  a  given  time  of  year  are  separated  by  an  interval  of  time  from 
each  other,  the  trades  in  an  option  for  one  year  being  closed  out  before  trading  in  a  corresponding  option  for 
the  succeeding  year  begins,  except  in  one  case.  The  Maroh,  1920,  and  March,  1921,  options  seem  to  run 
together.  As  a  matter  of  fact,  this  is  due  to  the  coincidence  that  one  of  the  merchants  closed  out  a  small 
long  interest  at  New  York  in  the  last  half  of  March,  1920,  and  another  merchant  purchased  in  the  same  half 
month  period  the  same  quantity  in  the  option  maturing  a  year  ahead. 
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in  1920,  the  spread  being  favorable.  ,At  the  same  time  they  were 
short  at  New  Orleans;  and  they  were  short  at  Liverpool  before  the 
end  of  August,  and  long  at  Liverpool  thereafter.  It  should  be 
reiijembered  that  the  merchants'  net  total  open  interest  in  the 
summer  of  1920  at  New  York  was  on  the  long  side.  They  were 
considoi  ablv  short  of  December  at  New  York  only  for  a  rather  brief 
period  duiiiag  the  fall  of  1921.  They  showed  a  general  disposition 
to  strengthen  their  long  position  just  before  the  maturity  of  the 
December  options. 

In  the  New  York  Januarys  the  merchants  are,  in  two  out  of  three 
voars  covered,  short  during  the  earlier  life  of  the  option,  the  exception 
being  the  Januarv  coming  to  delivery  in  1921.  In  this  option  they 
were"  Ion*'  throughout  and  heavily  lon^  from  September  to  January. 
In  the  otiier  two  vears  they  began  to  shift  from  the  short  to  the  long 
side  pievious  to  IS^ovember.  This  shift  and  the  beginning  of  a  de- 
velopment of  a  lon^  interest  was  therefore  made  60  days  or  so  before 
the  beginning  of  deliveries  of  January  cotton.  The  conformation  of 
these  two  January  curves  is  of  interest  because  it  to  a  lar^e  extent 
anticipates  the  form  of  the  curves  for  March  and  May  options. 

Marches,  Mays,  and  Julys.— The  New  York  Marc),  options,  with  a 
qualification  as  regards  those  maturing  in  1921,  show  the  same 
characteristics  as  the  two  January  options  above  discussed,  but  with 
greater  regularity  in  the  conformation  of  the  curves  and  with  greater 
swings  in  the  change  from  the  short  to  the  long  side.  The  192 1  March 
option  is  exceptional  in  respect  to  the  fact  that  after  the  shift  to  the 
lont»  side  had  occurred  there  was  a  change  of  attitude  and  a  shift 
hsick  to  the  short  side  early  in  December,  from  which  position  the 
merchants  did  not  emerge  until  the  15th  of  February.  The  general 
tendency  of  the  merchants  to  be  long  in  the  summer  of  1920  has  been 
referred  to  above  on  this  page.  This  shift  is  also  evidently  related  to 
the  appearance  of  premiums  on  the  March  option  over  spots  in  the 
South  at  the  same  time  as  these  merchants  decided  it  was  worth  while 
to-<io  back  to  the  shoit  side  of  March.  As  regards  the  1922  March 
option,  also,  the  influence  of  the  development  of  premiums  and  their 
increasing  size  appears  to  be  reflected  in  the  rapid  reduction  of  the  long 
interest  of  these  merchants  in  March  after  the  middle  of  January. 

The  May  options  (at  New  York)  show  the  same  general  conforma- 
tion as  the  March  options  with  the  same  shift  from  the  short  side  to 
the  long  side,  and  the  same  shift  back  in  the  case  of  the  1921  May, 
explicable  also  by  the  same  situation  as  regards  the  relative  prices  of 
New  York  futures  and  southern  spots. 

There  is,  however,  a  stronger  tendency  for  the  merchants  to  hold 
their  long  position  well  into  the  delivery  month  in  March  than  in 
May  of  1922.  But  the  end  of  both  these  curves  suggests  a  tendency 
to  a  squeeze.     There  was,  in  fact,  a  very  decided  squeeze  at  New 

York  in  Mav,  1922.  .  ,      , 

The  July  options  show  the  merchants  consistently  short,  and  very 
heavily  short,  to  an  extent  that  does  not  hold  for  any  other  of  the 
groups  of  options.  This  tendency  was  modified  to  some  extent  in 
the  case  of  1921  Julys,  but  was  particularly  strong  for  1922  Julys. 
In  fact,  the  short  interest  of  the  three  merchants  in  the  July,  1922, 
option  at  all  markets  combined  at  one  time  exceeded  550,000  bales. 
Practically  440,000  bales  of  this  was  at  New  York.  This  very  large 
open  short  interest,  it  appears,  was  in  great  part  due  to  the  July 
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option  being  used  for  the  sold  side  of  a  straddle  between  this  month 
and  the  montlis  of  March  and  May]  that  were  being  traded  in  con- 
temporaneously. This  large  open  interest  in  New  York  July  was 
also  in  part  counterbalanced  by  a  long  interest  in  Liverpool  during 
the  same  season. 

Adaptation  of  hedging  practices  to  the  discount  situation, — Examina- 
tion 01  these  curves  bears  out  the  general  opinion  of  the  trade  that 
these  big  merchants  place  their  hedge  sales  in  the  far  options  and 
later  on  frequently  shift  to  the  long  side  of  the  options  as  they  become 
near.  This  tendency  is  not  pronounced  for  the  earlier  options  of 
the  cotton-crop  year — that  is,  for  October  and  December.  And  in 
the  period  unaer  consideration  there  is  no  such  shift  of  position  in 
the  July  option.  The  July  option  in  general  may  be  regarded  as  a 
sort  of  *'between-crops"  option.  In  the  January,  March,  and  May 
options  these  three  merchants  shift  from  the  short  side  to  the  long 
side  as  the  option  becomes  near  and  at  the  same  time  go  short  of 
later-maturing  options,  apparently  to  protect  themselves.  They  are 
thus  in  a  position  to  reap  profits  from  premiums  on  the  nears  and  from 
the  squeezing  of  the  New  York  market;  or  they  obtain  cotton  by 
way  of  delivery  at  New  York  on  January  or  March  or  other  options, 
as  the  case  may  be,  for  the  protection  of  their  hedge  sales  in  later- 
maturing  options. 

These  policies  are,  however,  subject  to  change  with  reference  to 
the  relation  between  future  prices  and  spot  prices.  If  the  futures 
show  what  is  called  a  ''carrying  charge,"  the  merchants,  apparently, 
are  not  anxious  to  shift  to  the  long  side  of  the  near  option.  The  way 
in  which  the  situation  is  met  by  these  large  merchants  very  definitely 
suggests  the  need  of  some  modification  of  the  New  York  future  con- 
tract that  will  afford  less  opportunity  or  occasion  to  shift  to  the  long 
side  of  the  nears  in  order  to  cause  or  take  advantage  of  a  crowding 
of  prices  upward. 

Among  other  things,  if  these  figures  indicate  the  general  situation 
of  cotton  merchants,  it  is  evident  that  such  merchants  are  practically 
all  the  time  placing  their  hedges  on  the  short  side  rather  than  buying 
futures,  except  as  compelled  to  straddle  for  protection.  Under  these 
circumstances  the  importance  of  discounts  of  futures  under  spots  and 
of  far  options  under  nears  can  not  well  be  denied,  even  though  it  is 
possible  for  the  merchants,  at  least  for  the  large  ones,  to  protect 
themselves  against  the  worst  consequences  of  this  tendency  of  the 
futures  market  by  straddling  between  markets  and  options  and  by 
shifting  their  hedges. 

Section  5.     Attempts  to  explain  discounts. 

Correlation  between  discounts  and  small  crops, — The  explanation 
most  commonly  offered  by  the  cotton  trade  for  the  persistency  of 
discounts  is  the  recent  series  of  short  crops.  It  is  said  that  when  the 
cotton  crop  is  large  there  will  be  premiums  on  the  f ars  and  a  carrying 
charge;  when  the  cotton  crop  is  small  there  will  be  discounts.  The 
theory  is,  on  its  face,  merely  a  statement  of  correlation  between  small 
crops  and  discounts  and  is  not  a  satisfactory  explanation  of  the 
phenomena  m  question,  because  it  does  not  show  how  the  thing  works 
out.     If  it  is  the  foundation  of  an  explanation,  the  causes  by  which 
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this  result  is  produced  and  their  mode  of  operation,  which  constitute 
the  true  explanation,  are  still  to  be  described.^* 

»  The  results  of  a  rough  test  of  the  theory  above  stated  is  shown  in  the  following  tables.  The  method 
is  that  of  the  comparison  and  analysis  of  ordinals  indicating  the  rank  of  the  series  of  crops  and  of  discounts, 
respectively.  The  crop  and  spread  series  arc  e«ch  assigned  ranks  as  first,  second,  third,  etc.,  beginning 
with  the  large  crop  increase  and  the  large  p<isitive  spread.  The  22  years  covered  are  divided  into  equal  parts 
of  11  years  each,  according  to  the  distinctions  indicated  in  the  stubs  of  the  tables.  The  minimum  sum  of 
ordinals  possible  (1  to  1 1)  is  66,  the  maxinmm  ( 12  to  22)  is  187,  and  the  combined  sum  is  always  253.  If  there 
is  no  correlation  between  the  size  of  the  crops  and  the  sire  of  spreads  the  association  of  the  higher  ranks 
1  to  11  of  one  series  should  be  with  a  mixed  assortment  of  the  other  series  adding  to  substantially  one-half 
of  2.53,  or  to  12fi  or  127. 

The  first  of  these  tables  makes  a  direct  comparison  of  the  spreads  in  terms  of  absolute  size  with  the  increase 
or  decrease  of  the  crop  for  each  year  relative  to  the  average  of  the  preceding  five  years,  these  increases  also 
being  taken  absolutely. 

Tabl£  2i.--0rdinal  analysis  of  inter  option  spreads  for  New  York  and  New  Orleans  cotton  ftUures,  in  relation 

to  crop  increases  over  the  preceding  five  years,  190t-t  to  Wtt-SS 


Sums  of  ordinals  of  spreads  >  for— 

The  years  of  comparatively  large  crops. 
The  years  of  comparatively  small  crops 
Sums  of  ordinals  of  comparative  crops  for— 
The  years  of  larger  (or  higher  ranked) 

spreads' 

The  years  of  smaller  (or  lower  ranked) 
spreads' 


New  York 


Decem- 
ber- 
March 
spread  in 
Novem- 
ber 


114.5 
138.5 


123 
130 


Decem- 
ber-May 
spread  in 
Novem- 
ber 


110 
143 


110 
143 


March- 
May 
spread  in 
January 


124.5 
12&6 


120 
133 


New  Orleans 


Decem- 

Decem- 

ber- 

ber- 

March 

May 

spread  in 

spread  in 
Novem- 

Novem- 

ber 

ber 

117 

110 

136 

143 

m 

117 

130 

130 

March- 

M'-v 
spread  in 
January 


115.5 
137.5 


119 
1S4 


>  Spreads  are  ranked  as  large  and  small  in  an  algebraic  sense,  the  scale  passing  through  zero  and  the 
larger  disaount  being  given  the  lower  rank.  Large  and  small  crops  are  given  ranks  on  the  basis  of  increases 
and  decreases  in  the  same  way. 

• 

In  fact,  the  years  of  larger  crops  (or  increased  crop»)  are  consistently  associated  with  somewhat  smaller 
spreads  (the  future  higher  relative  to  the  spot)  and  the  years  of  smaller  crops  with  the  larger  spreads,  or 
with  a  stronger  tendency  to  discounts  on  the  part  of  the  future.  In  one  case,  however,  the  difference  is 
very  small.  The  similar  test  made  from  the  other  end  shows  a  like  consistent  association  of  larger  positive 
spreads  (or  smaller  negative  spreads)  with  larger  crops. 

The  next  table  is  the  same  in  plan  as  the  previous  one,  but  the  spreads  are  reduced  to  relative  terms,  or 
expressed  as  a  per  cent  of  the  price,  before  being  ranked,  and  the  crop  increase  or  decrease  is  likewise  first 
reduced  to  per  cent.  Tlie  reason  for  this  is  obvious.  A  1-cent  spread  on  12-cent  cotton  is  practically  larger 
than  a  1-cent  spread  on  25-cent  cotton. 

Table  24.— Ordinol  analysis  of  interoption  spreads  for  New  York  and  New  Orleans  cotton  futures  in  terms  of 
per  cent  of  prices,  in  relation  to  the  size  of  the  crops  in  terms  of  per  cent  of  the  preceding  five-year  averages,  I90t-t 
to  192g-25 


Sums  of  ordinals  of  spreads  >  for — 

The  years  of  comparatively  large  crops. 
The  years  of  comparatively  small  crops. 
Sums  of  ordinals  of  comparative  crops  for — 
The  years  of  the  larger   (or  higher 

ranked)  spreads  ' 

The  years  of  the  smaller  (or  lower 
ranked)  spreads  ' 


New  York 


Decem- 
ber- 
March 
spread  io 
Novem- 


113 
140 


122 
131 


Decem- 
ber- 
May 
spread  in 

Novem- 
ber 


109 
144 


110 
143 


March- 

N*ay 
spread  in 
January 


106 
145 


117 
IM 


New  Orleans 


Decem- 
ber- 
March 
spread  in 
Novem- 
ber 


106 
147 


118 
136 


Decem- 
ber- 
May 
spread  in 

Novem- 
ber 


105 
148 


117 
136 


March- 
May 
spread  in 
January 


10B.5 
143.6 


119 

m 


>  Spreads  are  ranked  as  large  and  small  in  an  algebraic  sense,  the  scale  passing  through  lero  and  the  larger 
discount  being  given  the  lower  rank.  Large  and  small  crops  are  given  ranks  on  the  basis  of  increases  and 
decreases  in  the  same  way. 

The  results  shown  in  this  table  are  the  same  in  character  as  in  the  preceding  table,  but  the  greater  accu- 
ncy  of  the  method  increases  the  evidence  of  a  connection  between  large  crops  and  positive  spreads.    That 
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Conclusions  from  the  statistical  data  in  the  accompanying  foot- 
note bear  out  the  opinion  of  the  cotton  trade  that  there  is  a  degree 
of  correlation  between  the  comparative  size  of  crops  and  the  tendency 
to  discounts,  though  the  degree  of  correlation  is  not  great.  It  fol- 
lows almost  inevitably  that  the  discounts  on  fars  are  also  correlated 
with  high  prices  for  actual  cotton. 

It  is  noteworthy  that  a  similar  test  as  to  degree  of  correlation 
between  size  of  crop  and  discounts  or  small  positive  spreads  in 
the  case  of  Chicago  grain  futures  for  28  years  prior  to  1917  shows 
results  for  wheat  futures  similar  to  those  for  cotton  futures,  but 
indifferent  or  inconsistent  results  for  corn  and  oats  futures.  Specu- 
lation in  wheat  was  undoubtedly  much  greater  than  in  the  other 
two  grains.  Discounts  are  less  frequent  in  grain  than  in  cotton, 
although  there  is  the  same  tendency  of  the  futures  market  to  exliibit 
what  may  be  called  a  downward  bias,  perhaps  not  quite  so  strong  in 
the  case  of  grain  as  in  cotton.  The  bias  in  question  seldom  produces 
actual  discounts  in  the  fall  of  the  year  as  between  the  near  option 
and  the  far  option  for  grain  as  large  as  those  for  cotton;  for  example, 
the  Chicago  May  future  was  below  the  December  future  in  Octooer 
in  only  four  years  out  of  28  for  which  tliis  wheat  spread  was  com- 
puted.2^ 

Relations  hetween  hedges,  miU  buying,  and  speculative  trades  as 
factors. — The  indicated  connection  between  discounts  on  the  futures 
and  comparatively  short  crops  may  be  attributed  largely,  if  not 
mainly,  to  the  volume  and  character  of  hedges  placed  in  futures 
by  the  cotton  trade  and  to  the  complementary  relation,  or  lack  of 
such  relation,  of  speculative  trading  to  hedging  and  related  uses  of 
the  futures  market.  Demand  and  supply  conditions  in  the  spot 
markets  must  be  considered  in  connection  with  such  factors. 

The  phase  of  the  matter  that  can  best  be  considered  first  is  the 
effect  of  abundant  crops  upon  the  spot  cotton  trade,  and,  tlirough 
hedges  placed  under  such  conditions,  upon  the  futures.  If  the  crop 
is  large,  there' is  apt  to  be  prompt  marketing  of  much  of  it  with 
resulting  abundant  supplies  in  the  nands  of  merchants,  since  spinners 
are  probably  not  in  a  hurry  to  buy  under  such  circumstances.  Cotton 
bought  by  the  merchants  tends  to  accumulate  on  their  hands,  and  they 
are  likely  to  seek  protection  by  making  hedge  sales  of  futures  in  larger 
than  the  normal  volume. 

Hedging  sales  by  merchants,  other  things  eaual,  are  normally 
placed  in  the  nearer  futures.  Terminal  grain  mercnants,  for  example, 
generally  prefer  to  hedge  in  the  near  futures,  partly  because  the 
remote  options  are  comparatively  inactive  and  partly  because  the 
price  of  tne  nears  more  directly  reflects  cash  grain  prices.  The  spot 
future  spread  is,  of  course,  always  a  controlling  consideration,  but  if 
there  is  a  discount  on  the  future  it  tends  to  narrow,  to  the  discomfit- 
there  is  a  considerable  degree  of  correlation  between  the  size  of  cotton  crops  and  the  character  of  inter- 
option spreads  may  be  regarded  as  an  established  fact. 

The  spreads  considered  in  both  these  tables  relate  to  options  both  of  which  mature  within  the  same  crop 
year,  and  are  thus  taken  as  of  a  time  when  the  carrsing  charge  should  be  operative.  Only  United  States 
crops  are  considered.  In  view  of  the  great  extent  to  which  American  cotton  is  exported  a  stronger  degree 
of  correlation  might  be  found  if  the  test  were  made  with  world  crops.  But  the  immediate  problem  does 
not  call  for  such  further  analysis.  It  would  perhaps  be  more  to  the  point  to  take  account  of  carryovers 
as  an  element  in  the  supply  and  of  data  of  the  average  quality  of  the  American  crop  as  possibly  throwing 
lorae  additional  light  on  the  question  of  discounts,  but  this  appears  to  be  an  unnecessary  refinement  lor 
present  purposes. 

"  In  the  analysis  of  spreads  considered  in  this  subsection  the  spreads  are  ranged  in  the  order  of  size  (the 
scale  extending  through  zero)  and  the  results  are  not  affected  by  the  comparatively  accidental  fact  that  the 
spread  may  show  a  negative  sign.    The  years  referred  to  were  1888  to  1916,  with  1900  missing. 


■ 


A 


228 


THE  COTTON  TRADB 


THB  COTTON  TRADE 


229 


,  1 


li 


I 


ure  of  the  merchant,  as  the  delivery  month  is  approached.  True, 
it  is  generally  considered  dangerous  to  hedge  in  tne  nears  of  New 
York  cotton  futures,  because  of  the  facilities  for  squeezing  that  mar- 
ket. But  this  situation  does  not  alter  the  general  rules  or  principles 
of  hedging,  though  it  evidently  impairs  the  serviceability  of  the  New 
York  futures.  Even  this  danger  is  much  lessened,  however,  when  the 
crop  is  abundant,  and  New  York  has  a  stock  of  actual  cotton. 

Pressure  of  an  unusually  large  volume  of  hedge  sales  on  the  nearer 
options  tends  to  cause  a  depression  of  their  pnce,  not  only  as  com- 
pared with  spots,  but  also  as  compared  with  later  options.  The  spot 
prices  naturally  first  receive  the  pressure  of  heavjr  marketings.  If 
the  mills  do  not  buy  readily,  the  pressure  is  transmitted  to  the  nearer 
futures,  but  with  a  lag,  so  the  spots  are  below  the  futures.  The 
nears  then  tend  to  sag  in  comparison  with  the  fars.  Thus  a  carrying- 
charge  spread  is  apt  to  be  created  all  the  way  along.^* 

The  large  supply  tends  to  scare  away  the  bull  speculators,  until 
when  prices  have  gone  extremely  low,  perhaps  "below  cost  of  pro- 
duction," they  will  be  likely  to  buy  **for  the  long  pull."  But  they 
will  tend  to  buy  the  fars  rather  than  the  nears,  because  they  do  not 
want  actual  cotton,  and  when  stocks  are  large  they  do  not  dare  to 
hold  the  nears,  even  at  a  lower  price.  The  bulls  are  generally  slow 
to  help  a  low-price  market,  but  when  they  finally  do  come  in  they 
tend  to  put  the  fars  at  a  premium,  or  on  a  carry mg-charge  basis. 
Their  trades  are  not  a  direct  complement  to  the  hedges  of  the  mer- 
chants. 

Moreover,  when  there  is  an  abundant  crop  the  spinners  are  said 
to  hold  off  from  buying  and  the  cotton  farmers  are  perhaps  some- 
what panicky  as  to  prices,  so  that  the  cotton  comes  on  the  market 
freely,  and  is  offered  at  prices  lower  than  it  otherwise  would  be. 

On  the  other  hand,  when  the  crop  is  short  the  merchants  do  not 
generally  receive  cotton  fast  enough  to  get  into  an  ''overbought" 
condition  ,2'  requiring  the  use  of  the  hedge  sale.  On  jthe  contrair, 
they  are  likely  to  be  ''oversold,"  and  therefore  to  be  on  the  long  siae 
of  the  futures  market.  There  is  at  such  times  an  absence  of  hedging 
pressure  on  futures  in  general  and  on  the  nearer  options  in  particular. 
Forward  purchases  on  call  by  mills,  anxious  to  msure  their  supply, 
may  in  fact  cause  an  early  accumulation  of  prospective  buying  of 
futures  which  causes  actual  buying  later  on,  and  especially  toward 
the  close  of  the  option,  thus  helping  to  push  the  nears  to  a  premium 
over  the  fars.  Indeed,  as  just  noted,  the  merchants'  hedges  are 
likely  to  be  purchases. 

Although  the  short  crop  situation  is  encouraging  to  outside  specu- 
lators who  come  into  the  market  on  the  bull  side,  as  prices  advance 
the  volume  and  proportion  of  short  selling  increases.  Such  short 
selling  is  mainly  "professional."  The  professional  speculators  see 
the  technical  adfvantage  of  being  long  of  the  nears,  tne  scarcity  of 
spot  cotton  suggesting  squeezes.  But  their  general  tendency  will  be 
to  sell  the  fars,  and  they  would  perhaps  more  than  counterbalance 
the  undue  optimism  of  the  outside  bulls  with  regard  to  the  fars. 
This  element  may  put  down  the  fars,  though  not  the  nears,  under 

M  But  when  the  interoption  spread  has  widened  to  something  approaching  a  carrying-charge  basis  it 
will  pay  the  merchants  to  shift  their  hedges  forward. 

*»  "Overbought"  in  the  language  of  cotton  merchants  means  an  excess  ol  cotton  held  over  oottoo  sold 
for  forward  delivery;  the  opp^te  condition  is  called  "oversold." 


such  conditions.  Since  the  short  hedgers  also  may  be  afraid  of  the 
nears,  at  least  at  New  York,  the  speculators  are  again  largely  oper- 
ating in  a  way  that  exaggerates  instead  of  balancing  the  pushes  and 
pulls  upon  the  market  caused  by  hedging  operations. 

In  offering  an  explanation  of  the  connection  between  short  crops 
and  discounts,  a  New  York  cotton  broker  emphasizes  particularly 
the  buying  practices  of  cotton  spinners.  If  there  is  a  short  crop,  the 
spinners  are  anxious  to  buy,  not  only  to  obtain  cotton  enough  with 
which  to  run  their  mills  from  month  to  month,  but  also  in  order  to 
insure  themselves  as  regards  quahty,  the  quaUties  of  cotton  more  in 
demand  and  in  particular  the  specific  quality  that  a  particular  spinner 
wants  being  more  easily  found  during  the  early  months  of  the  crop 
year,  when  the  cotton  is  being  marketed  in  large  volume,  than  later 
on  when  the  particular  qualities  may  be  almost  exhausted.  This 
early  and  eager  buying  by  spinners  may  be  made  through  call  con- 
tracts, the  price  being  fixed  later  in  the  year.  But  the  merchant 
begins  to  accumulate  the  cotton  immediately.  Or,  in  some  cases, 
the  spinners  may  buy  the  kind  of  spot  cotton  they  want  and  hold  it 
unhedged. 

It  is  said  that  under  short-crop  conditions,  when  the  spinner  is 
anxious  to  buy,  the  grower  will  hold  off  from  selling,  expecting  even 
higher  prices  in  the  latter  part  of  the  year.  So  far  as  these  two  ele- 
ments in  the  situation  meet  each  other,  and  even  apart  from  an  exact 
coincidence,  the  general  situation  means  the  bidding  up  of  spots  so 
that  they  tend  to  go  to  a  premium  over  the  futures. 

The  special  importance  of  the  situation  described,  as  it  affects 
New  York  futures  (and  by  reflection  New  Orleans  futures  also)  is  in 
relation  to  the  abnormalities  involved  in  the  delivery  of  cotton  on 
New  York  contracts.  The  cotton  is  not  there  and  does  not  go  there, 
except  for  delivery  on  futures,  or  under  through  shipment.  Because 
he  can  not  deliver  on  New  York  futures  in  the  normal  course  of 
trade,  the  cotton  merchant  tries  to  keep  his  hedges  out  of  the  nears. 
If  he  could  safely  place  his  hedges  in  the  nears,  a  normal  relationship 
between  the  prices  of  nears  and  fars  would  be  more  likely  to  hold. 
The  bull  speculator,  who  is  merely  trying  to  obtain  profits  from  an 
upward  movement  of  prices,  should  expect  this  to  work  out  better 
in  the  fars  than  in  the  nears.  The  bull  speculator  who  prefers  the 
nears  may  be  suspected  of  trying  to  make  money  out  of  technical 
conditions  instead  of  out  of  normal  price  changes.  This  opportunity 
to  profit  by  squeezes  should  be  taken  away  from  him  and  from  any 
others  that  may  desire  so  to  exploit  the  market.  The  important 
relation  of  southern  warehouse  delivery  to  this  situation  is  indicated 
by  the  expressed  desire  of  numerous  southern  merchants  that  this 
facility  be  provided  so  as  to  enable  the  cotton  merchants  to  drive  the 
bull  speculator  out  of  the  nears.*^  The  speculators  (as  distinguished 
from  the  merchants)  who  are  able  to  take  advantage  of  squeezes,  it 
should  be  noted,  are  not  the  outsider  ''long-turn"  bulls,  but  the 
larger  professional  operators.  Delivery  in  the  South  might  be  very 
effective  against  this  latter  class.  It  is  believed  that  southern 
delivery  would  greatly  modify  present  conditions  in  the  direction  of 
providing  a  much  better  hedge  market. 

••  Theodore  Marcus,  Hearings,  Pt.  II,  p  439.  Southern  warehouse  delivery  "  will  at  least  have  the  effect 
of  instilling  that  fear  (that  he  is  going  to  get  cotton)  into  the  speculator  and  keep  him  out  of  advancing 
the  near  position  all  the  time." 
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Call  buying  m  a  factor. — The  purpose  of  considering  buyer^s  caU 
contracts  ^*  in  the  present  connection  is  merely  to  show  their  relation 
to  the  behavior  and  efficiency  of  the  New  York  cotton  futures  market. 
But  there  is  occasion  for  some  reference  to  the  nature  of  the  primary 
use  the  buyer's  call  contract  makes  of  the  futures  market. 

The  buyer's  call  contract  as  such  does  not  involve  hedging.  In 
this  case  the  primary  use  of  the  futures  market  is  for  price  determina- 
tion, instead  of  for  hedging.  The  merchant  does  not  need  to  hedge 
until  he  buys  cotton,  and  that  would  be  the  occasion  for  a  hedge  sale 
equally  in  any  other  case.**  Many  spinners,  on  the  other  hand, 
seldom  employ  the  futures  market  lor  hedging  and  the  buyer's  call 
contract  largely  emancipates  them  from  sucb  a  need. 

The  spinner  wants  a  supply  of  cotton  of  a  specified  quality  flowing 
to  his  mill  at  the  rate  of  so  many  bales  per  month.  He  wants  to  con- 
tract for  such  a  flow  of  cotton  for  perhaps  six  months  ahead.  But 
the  spinner  can  not  afford  to  buy  his  cotton  at  a  fixed  price  before  he 
knows  the  price  he  will  obtain  for  his  goods.  Moreover,  the  sale 
may  be  made  before  the  general  level  of  cotton  prices  is  to  some 
degree  readjusted  to  conform  to  the  size  of  the  crop  from  which  the 
cotton  sold  will  mainly  come.  The  absolute  price  is  therefore  left 
to  be  determined,  for  example,  by  the  New  York  futures  market 
at  such  time,  within  the  life  of  the  specified  option,  as  the  miller  may 
fix.  The  contract  specifies  so  many  points  over  (or  sometimes 
under)  the  New  York  futures  market.  The  "points  over"  are 
largely  explained  as  due  to  merchant's  profit,  freight,  and  a  specific 
even-running  quality  in  the  cotton. 

The  New  York  future  in  question  is  of  course  a  particular  option, 
say  December.  The  spinner  is  not  obliged  to  call  at  the  time  when 
he  sells  goods,  though  he  would  ordinarily  be  supposed  to  do  so. 
Until  he  sells  the  goods  there  is  no  occasion  for  a  hedge.  All  that 
has  happened  is  a  sale  of  cotton  for  forward  delivery  at  a  price  to  be 
determined  by  the  futures  market  on  the  buyer's  call,  or  on  his  order 
to  *' price." 

Conceivably  the  call  contract  mi^ht  so  work  that  there  would  be 
no  connection  between  it  and  hedgmg  practices,  although  the  mer- 
chant without  the  opportunity  to  use  futures  for  hedging  could 
scarcely  afford  to  give  the  spinner  the  option  as  to  the  time  of  the 
call  except  at  a  stiff  premium.  It  is  true  that  the  merchant  (or  his 
broker)  is  supposed  to  buy  the  future  upon  instructions  for  price 
fixation  by  the  spinner.  This  will  naturally  result  from  his  having 
bought  cotton  to  meet  the  contract,  which  he  hedges  by  a  sale  of 
futures.  Hence  in  a  description  of  call  buying  methods  it  is  likely 
to  be  assumed  that  the  merchant  will  have  the  future  sold  '*at  the 
spinner's  risk."  But  the  merchant  may,  for  his  own  good  reasons, 
have  a  different  option  (a  relatively  weak  option)  sold  instead  of 
the  one  upon  which  the  call  contract  is  based.  He  may,  for  example, 
have  May  sold  against  a  December  call;  the  hedge  may  have  origi- 
nally been  placed  in  December  and  transferred  to  May.  Under  such 
circumstances,  the  broker  is  ordered  to  ''  buy  May  and  quote  Decem- 
ber."  The  purchase  serves  to  close  the  merchant's  hedge  and  the 
quotation   to   price    the   spinner's   cotton.     The   price-determining 

"  Described  In  Ch  II,  sec.  10. 

"  The  use  of  a  straddle  in  connection  with  the  buyer's  call  contract  ia  a  complication  that  need  not  b« 
taken  into  account  here. 
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function  of  the  futures  market  in  relation  to  the  call  contract  is 
specially  clear  in  this  case.  Such  practice  is  not  unfair  to  the  spinner. 
When  the  hedge  sale  is  placed,  or  how  it  is  handled,  is  a  concern  of 
the  merchant.  The  only  concern  of  the  spinner  is  the  fair  fixation 
of  the  price,  and  the  mere  quoting  of  the  market  at  the  time  of  the 
call  may  mean  a  better  price  tnan  one  obtained  on  an  actual  purchase, 
which,  if  large,  might  put  the  market  against  the  buyer. 

It  is  to  be  assumea  that  the  spinner  will  not  call  the  price  soon 
after  entering  upon  his  buyer's  call  contract.  During  the  time  that 
passes  between  the  making  of  the  contract  and  the  price  fixation 
there  develops  in  fact,  though  not  of  logical  necessity,  a  connection 
between  the  merchant's  hedging  use  of  the  futures  and  the  buyer's 
call  contract.  If  the  merchant  has  not  yet  purchased  the  cotton 
to  supply  the  spinner,  the  latter 's  pricing  gives  the  merchant  an  open 
future  purchase  for  a  hedge;  if  he  has  already  bought  (and  perhaps 
shippea)  the  cotton,  the  pricing  closes  his  hedge  sale.^'  If  the  futures 
market  were  not  available  lor  hedging  purposes,  it  is  true,  the 
merchant  could  scarely  afford  to  sell  on  buyer's  call,  unless  he 
could  himself  buy  on  such  a  call.  But  this  connection  between  the 
call  contract  and  hedging  is  mainly  an  illustration  of  general  business 
interrelations.  Contracts  for  forward  delivery  are  common  in  lines 
of  business  where  there  are  no  futures.  Until  the  price  on  a  call  con- 
tract is  fixed,  there  is  not  the  need  of  hedging  that  there  is  on  a  con- 
tract for  forward  delivery  at  a  fixed  price,  the  natm-e  of  the  sale  on 
buyer's  call  being  such  as  to  require  no  protection  against  change  in 
the  price  level  of  cotton  for  either  merchant  or  manufacturer  until 
the  price  is  fixed. 

At  most,  the  element  of  necessary  connection  consists  in  the  use  of 
a  futures  market,  rather  than  some  large  spot  market,  as  the  means 
of  price  determination,  because  it  will  be  convenient  for  the  hedging 
merchant  to  have  the  price  so  fixed.  The  manufacturer  may  buy  his 
supply  of  coal  for  delivery  from  month  to  month  at  prices  ''prevail- 
ing at  the  time  of  delivery,  in  which  case  there  is  no  question  of 
hedging.  The  continuous  operation  of  an  organized  exchange  merely 
affords  an  added ,  and  on  tne  whole  a  better  facility  for  such  price 
determination  in  relation  to  provision  for  forward,  delivery,  and 
especially  f acihtates  giving  the  spinner  the  option  as  to  the  time  of 
the  call. 

Price  fixation  on  call  contracts  is  frecjuentlv  said  to  occur  at  the 
last  moment."  It  is  in  this  way  that  spinners  fixation  comes  in  as  a 
factor  in  the  behavior  of  the  market — a  factor  possibly  of  equal 
importance  with  the  distribution  of  the  hedge  sales  of  merchants. 
Buyer's  call  contracts  are  generally  based  on  the  options  from  De- 
cember to  May,  inclusive.  Complaints  of  delayed  pricing  are  a 
commonplace  of  the  cotton  trade.  The  spinners,  on  the  other  hand, 
complain  of  the  prices  being  abnormally  run  up  against  them,  or,  in 
other  words,  of  being  mulcted  by  squeezes.  How  the  spreads  are 
skewed  by  this  and  other  factors  has  been  noted  in  section  3  of 
this  chapter.  How  the  large  cotton  merchants  protect  themselves 
by  straddling  and  by  shifting  to  the  long  side  of  the  nears  has  been 

>  As  before  noted,  the  possible  use  of  the  straddle  in  such  a  connection  by  the  merchant  may  be  dis- 
regarded. 

"  Indeed  some  merchants  have  found  it  desirable  to  insert  clauses  in  call  contracts  requiring  the  fixing 
Of  the  price  not  later  than  the  beginning  of  the  delivery  period  on  tbe  future,  and  all  try  to  persuade  the 
q>inner  not  to  postpone  his  buying  too  long. 
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discussed  in  section  4.  It  is  worth  noting  that  margin  require- 
ments for  straddles  are  less  than  for  unbalanced  open  trades,  so 
that  the  cost  of  the  use  of  the  straddle  between  options  facilitates  its 
eniployment  by  cotton  hedgers. 

The  extent  of  call  buying  will  tend  to  be  increased  by  a  short 
crop,  because  the  mills  will  be  more  anxious  under  such  circum- 
stances to  secure  the  qualities  they  particularly  want.  This 
means  the  bidding  up  of  spots  by  the  merchants,  wno  tend,  under 
such  conditions  as  nave  recently  prevailed,  to  place  their  hedge 
sales  in  the  fars.  But  the  mills  arc  prone  to  fix  prices  and  cause  the 
buying  of  the  nears  late  in  the  life  of  the  option ;  and  if  they  have 
bought  relatively  much  spot  cotton  for  forward  delivery,  the  longer 
they  will  postpone  a  lar^e  part  of  their  price  fixation  and  the  more 
they  will  cause  the  biddmg  up  of  the  nears.  Here  is  more  of  the 
mechanism  that  specifically  tends  to  distort  the  interoption  spread. 
This  phase  of  the  situation  is  extremely  costly  to  the  manufacturers 
of  cotton. 

Other  poss^ihle  explanatory  factors. — A  possible  explanation  of  the 
fars  being  so  often  at  a  discount  below  the  nears  of  the  same  crop 
year  is  that  the  mass  of  speculators  may  judge  prices  largely  witn 
reference  merely  to  what  the  average  price  has  been  in  recent  times. 
If  the  price  goes  up  beyond  a  certain  point  there  are  some  speculators 
who  will  compare  this  price  with  the  average  of  previous  years  and 
trade  on  the  theory  that  the  price  is  going  to  come  back  to  the  aver- 
age, with  little  regard  to  the  size  of  tne  crop  in  relation  to  the  needs 
of  consumers,  notwithstanding  the  fact  tnat  the  latter  condition 
might  be  expected  to  result  in  a  price  equilibrium  for  a  short  crop  at 
a  high  level. 

Certainly  there  are  a  good  many  speculators  who  buy  cotton  futures 
and  grain  futures  when  the  price  is  below  what  they  think  it  ought 
to  be,  whoso  judgment  of  what  it  ought  to  be  is  mainly  a  matter  of 
comparison  with  what  the  price  has  Deen.  But  it  is  not  clear  that 
most  speculators  will  so  readily  sell  short,  or  in  effect  make  the 
market  predict  lower  prices  and  cause  discounts  on  the  fars,  merely 
because  the  price  is  hign.  Amateur  speculators,  at  least,  appear  to  buy 
more  readily  when  the  price  is  high  and  when  there  has  been  a  consider- 
able advance  in  price.  But  the  weight  of  short  selling,  which  is  mainly 
an  affair  of  professional  speculators,  is  said  by  cotton  future  brokers 
greatly  to  increase  when  crops  are  short  and  prices  high.  On  the 
whole,  whatever  element  of  truth  this  possible  explanation  of  the 
working  of  the  futures  market  contains  can  easily  be  incorporated 
into  the  theory  of  the  preceding  subsections. 

Another  possible  theory  of  discoimts  associates  them  with  the 
fact  that  it  is  impossible  to  change  the  grade  of  cotton  by  mixing, 
as  is  the  case  in  grain.  The  bale  has  to  be  taken  as  it  is  by  the 
merchant,  and  its  quality  or  its  mixture  of  qualities  left  unchanged 
until  it  is  broken  up  by  the  spinner.  The  spinner  or  other  person 
who  takes  cotton  on  future  contracts,  therefore,  is  not  likely  to  get 
the  kind  of  cotton  that  he  wants  or  can  use.  Even  if  it  is  a  merchant 
who  takes  delivery,  he  has  to  re-sort  the  cotton.  This  explanation 
as  to  the  effect  of  the  absence  of  mixing  on  discounts  is  not  different 
in  kind  from  the  grain-trade  explanation  as  to  why  mixing  causes 
discounts. 

It  is  presumable  that  grain  delivered  on  the  future  contract  will 
be  mixed  to  the  bottom  of  the  deUverable  grade;  hence  the  cash 
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handler  of  grain  does  not  want  to  pay  so  much  for  grain  received  on 
future  contracts  as  he  would  for  country-run  grain  of  the  same 
grade.  No  matter  which  way  the  mixing  theory  works  (whether  it 
can  or  can  not  be  done),  it  seems  to  offer  in  part  an  explanation  for 
discounts  on  the  spot  commodity  in  the  delivery  month,  rather  than 
for  the  more  important  phenomenon  of  discounts  much  ahead  of  the 
delivery  month.  It  is  presumable  that  such  discounts  in  the  de- 
livery month  will  be  reflected  back  without  change  in  size  through 
the  earUer  months  of  trading.  Such  an  explanation  does  not  directly 
affect  the  comparison  of  options  by  way  of  interoption  spreads,  since 
the  May  option,  for  example,  will  be  affected  to  the  same  extent  as 
the  December  option  as  regards  their  relation  to  the  spot  price,  but 
the  difference  between  the  December  price  and  the  May  price  wall 
be  substantially  unaffected.  The  mixing  theory  does  not  explain 
discounts  on  the  far  options  and  is  inadequate  to  explain  spot-future 
discounts.** 
Section  6.  Concluding  considerations  regarding  southern  delivery  on  New 

York  futures. 

Certain  general  aspects  of  the  problem  of  southern  delivery  on  New 
York  futures  demanil  consideration  in  terms  of  quantitative  relations, 
even  though  statistical  data  for  answers  to  the  questions  raised  are 
not  at  hand,  or  perhaps  not  obtainable.  In  part  they  involve  con- 
sideration of  the  probable  effects  of  a  southern  delivery  rule.  A  final 
conclusion  as  regards  southern  delivery  on  New  York  futures,  more- 
over, may  depend  largely  on  the  recognition  of  the  failure  of  the 
New  York  cotton  futures  market  to  meet  certain  fundamental  require- 
ments of  efficiency  as  a  hedging  facility  and  a  factor  in  cotton  prices. 

New  Orleans  futures  as  a  test  of  southern  delivery. — In  relation  to  the 
question  of  southern  warehouse  delivery,  it  is  important  to  remember 
tbat  New  Orleans  is  a  market  now  having  southern  delivery.  It  is, 
therefore,  probable  that  some  of  the  effects  to  be  expected  from 
southern  warehouse  delivery  on  New  York  contracts  can  be  read  in 
the  characteristics  of  the  New  Orleans  market  as  compared  with 
those  of  the  New  York  market  as  futures  are  at  present  traded  m  at 
these  two  places.  But  there  is  a  great  deal  of  straddling  between 
New  Orleans  and  New  York,  which  tends  to  keep  the  prices  of  the 
two  in  line.  The  two  markets  are  thus  tied  together.  This  being  so, 
the  effect  of  delivery  in  the  South  as  read  m  existing  differences 
between  the  two  markets  must  naturally  appear  much  weakened  and 
diluted.  Moreover,  the  New  Orleans  futures  market  is  considerably 
less  important  than  the  New  York  futures  market  as  indicated  by 

**  The  discounts  on  the  far  options  within  the  crop  year  mean  that  the  options  later  In  the  crop  ye^^ 
show  H  lower  price  than  the  earlier  ones.  If  the  character  of  deliveries  in  the  fall  and  m  the  spring  is  dif- 
ferent in  such  a  way  that  the  deliveries  that  will  be  made  later  in  the  year  are  poorer  in  quality  or  for  any 
rwson  1680  in  demand  than  those  that  will  be  made  earlier  in  the  year,  then  this  situation  can  be  made  the 
basis  of  an  explanation  of  discounts  on  the  fars.  It  can  also  serve  to  explain  in  part  the  difference  between 
short-crop  and  large-crop  years  in  this  respect.  When  the  crop  is  small  the  cotion  is  liiiely  to  be  well  picked 
over  early  in  the  year,  and  what  remains  is  less  satisfactory  from  the  point  of  view  of  the  spinner  than  what 
can  be  had  earlier.  When  the  crop  is  abundant,  on  the  other  hand,  good  quality  in  general,  and  any  spet-mc 
Quality,  will  probably  be  on  hand  in  sufficient  quantity,  not  only  to  supply  all  demands  in  the  fall,  but  to 
leave  large  quantities  to  be  held  for  the  period  of  shorter  supplies  (but  in  this  case  not  short  supplies)  in  the 
spring.  In  this  connection  it  should  be  noted  that  cotton  merchants  use  the  futures  miu-ket  as  a  means  of 
diSDoling  of  what  they  call  "overs."  Cotton  that  is  found  to  be  commercially  less  de.-irable.  although  not 
nmmarily  Intrinsically  undesirable,  may  be  delivered  on  futures  in  progressively  larger  amounts  or  pro- 
portions as  the  year  advances  and  as  the  character  of  the  cotton  as  overs  becomes  more  definite  If  this 
faso  the  later  options  might  show  some  discount  because  of  the  expectation  of  tniders  that  there  will  be  some 
degree  of  oonoentration  of  deliveries  of  the  less  desired  cotton  toward  the  close  of  the  year  and  perhaps  on  the 
J^y  option.  This  suggestion  is  offered  merely  tentatively,  but  the  situation  indicated  may  bo  a  nunor 
bctor  ui  bringing  about  the  peculiarities  of  future  prices  under  consideration. 
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volume  of  trading,  hence  it  is  more  susceptible  to  the  influence  of 
New  York. 

It  has  been  noted  that  New  Orleans  shows  a  less  strong  tendency  to 
discounts  than  does  New  York.  It  may  be  inferred  that  the  adoption 
of  southern  warehouse  delivery  on  New  York  future  contracts  would 
not  only  tend  largely  to  cure  the  discounts  on  fare  as  compared  with 
nears  for  the  New  York  market,  but  might  have  a  wholesome  effect 
on  the  discounts  on  fars  at  New  Orleans,  since  probably  these  are 
now  largely  a  reflection  of  controlling  conditions  in  the  New  York 
market.  At  any  rate,  the  conclusion  seems  warranted  that  the 
adoption  of  southern  warehouse  delivery  should  improve  the  dis- 
count situation  considerably,  certainly  at  New  York,  and  possibly 
also  at  New  Orleans. 

As  regards  squeezes,  it  appears  that  these  are  not  absent  at  New 
Orleans,  but  they  are  much  more  important  at  New  York,  that  is, 
they  are  more  frequent  and  are  pushed  to  a  further  extreme.  Ap- 
parently they  are  not  now  pushed  to  the  extreme  which  has  some- 
times been  observed  in  the  case  of  grain  futures  where  attempts 
have  been  made  to  comer 'the  market.  It  appears  that  those  who 
squeeze  the  New  York  cotton  market  nowadavs  are  more  moderate  in 
their  exactions.  But  the  small  merchant,  v^no  is  not  operating  on  a 
large  enough  scale  to  be  able  to  do  any  squeezing  himself,  is  not  con- 
soled by  the  moderation  of  the  manipulator  who  takes  only  a  com- 
Earatively  small  amount  per  bale  out  of  his  pocket  through  his 
edges.  It  is  true,  also,  that  squeezing  the  market  is  one  way  of  get- 
ting something  out  of  spinners  who  have  bought  cotton  on  buyer's  call 
and  delayed  the  fixing  of  the  price  through  the  buying  of  tHe  future 
until  delivery  is  close  at  hand,  so  that  thej  pay  an  unduly  high  price 
for  their  cotton,  because  the  future  is  so  bid  up  by  purchases  on  be- 
half of  other  spinners  who  have  similarly  delayed  their  pricing  as 
well  as  by  the  covering  of  hedge  sellers  and  shorts.  This  assumes 
that  the  merchant  who  has  sold  the  spinner  on  buyer's  call  is  not 
himself  short  on  the  squeezed  option. 

It  is  denied  by  some  members  of  the  New  York  Cotton  Exchange 
that  there  is  ever  any  manipulation  of  the  New  York  cotton  market. 
The  more  reasonable  position,  however,  is  likely  to  take  the  form 
of  a  statement  that  the  market  is  almost  never  squeezed  beyond  the 
''commercial  value"  of  cotton.  When  an  attempt  is  made  to  put 
this  statement  into  concrete  form  it  appears  to  mean  that  the  price 
of  the  New  York  cotton  future  is  not  pushed  above  the  price  of  spot 
cotton  in  the  South  by  more  than  about  70  points  (though  on  the 
face  of  the  facts  as  to  prices  no  such  limit  is  effective),  and  that, 
on  the  other  hand,  the  price  of  the  New  York  future  does  not  drop 
below  the  value  of  cotton  in  the  port  of  New  York  for  export  and 
consumption  purposes.  Such  a  statement,  however,  leaves  a  leeway 
of,  for  example,  100  points  within  which  the  manipulator  who  is  in 
position  to  squeeze  the  market  may  operate."  One  hundred  points 
IS  $5  a  bale,  and,  although  this  is  a  moderate  amount  as  compared 
with  what  the  true  manipulator  bv  way  of  corners  likes  to  take  out 
of  the  short,  it  is  very  considerable  in  comparison  with  the  trade 
margins  taken  by  the  spot  cotton  merchant.     The  possibihty  of 

»  The  cotton  in  New  York  is  said  ordinarily  to  be  worth  no  more  for  export  than  in  a  southern  port. 
Among  other  things,  the  mixed  character  of  the  lot  may  atlect  its  comparative  value.  But  the  100  puinUi 
is  merely  illustrative.  It  docs  not  appear  that  the  spread  of  New  York  futures  above  southern  spots  ii 
limited  to  70  points  or  to  twice  that,  but  the  signihcance  of  the  10  spot  market  average  may  vary. 
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this  artificiality  in  the  price  is  not  a  mere  trifle  and  demands  remedial 
measures.  The  fact  that  there  are  also  squeezes  at  New  Orleans, 
as  well  as  at  New  York,  means  that  Southern  dehvery  wall  not  nec- 
essarily completely  cure  this  evil.  But  it  ought  to  improve  the 
situation. 

Squeezes  are  possible  because  of  difficulties  in  making  dehvery. 
The  nedge  seller  can  dehver  more  easily  in  the  South.  With  southern 
delivery  on  New  York  contracts,  not  only  would  he  deliver  in  the 
South,  where  the  cotton  is  available,  but  dehvery  would  be  provided 
for  at  more  than  one  point,  some  one  of  which  is  certain  to  be  nearer 
to  most  merchants,  not  only  than  New  York,  but  also  than  New 
Orleans.  The  presumption  is  that,  if  the  situation  with  regard  to 
squeezes  is  at  all  better  at  New  Orleans  than  at  New  York  at  present, 
this  advantage  would  be  multiphed  through  the  adoption,  not  merely 
of  delivery  in  the  South,  but  of  delivery  at  several  pomts  in  the  South. 

The  narrower  the  market,  the  greater  the  facility  in  squeezing  it. 
New  Orleans  is  a  narrower  market  than  New  York,  yet  it  is  not 
squeezed  as  much  as  New  York.  This  may  be  attributed  to  the  fact 
that  dehveries  at  New  Orleans  are  made  where,  in  the  ordinary  course 
of  trade,  there  is  plenty  of  cotton.  The  effect  of  a  direct  comparison 
of  New  York  witn  New  Orleans  as  regards  squeezes,  however,  is  now 
somewhat  blunted,  not  only  bv  the  tendency  of  New  Orleans  to 
follow  New  York,  but  also  by  the  fact  that  New  Orleans  is,  in  com- 
parison with  New  York,  a  narrow  market. 

Relation  of  southern  delivery  to  spot-cotton  vrices. — It  is  noted  just 
above  that  the  multiplicity  of  points  at  which  delivery  might  be 
effected  under  any  proposed  southern  warehouse  scheme  for  New 
York  future  contracts  facilitates  delivery.  This  is,  of  course,  an 
extension  of  the  privileges  held  by  the  seller  and  a  broadening  of 
the  effects  that  are  to  he  expected,  from  the  seller's  option  features 
of  the  future  contract.  This  is  not  the  only  effect  of  delivery  at  a 
number  of  points,  however.  The  effect  on  the  comparative  price 
of  spots  and^ futures  should  be  taken  into  consideration. 

It  can  scarcely  be  doubted  that  the  tendency  of  southern  ware- 
house delivery,  as  such,  will  be  to  lower  the  price  of  New  York  futures 
somewhat  in  comparison  with  southern  spot  nrices."  It  is  possible 
that  the  lowering  of  the  future  price  may  not  oe  so  great  as  is  ordi- 
narily anticipated,  because  the  New  York  future  at  the  present  time 
does  not  show  the  freight  difference  from  southern  spot  prices  ordi- 
narily, but  instead,  as  regards  conditions  prior  to  the  delivery  month,  is 
often  at  about  the  level  of  the  prices  of  spot  cotton  in  the  South,  if 
not  below  the  latter.  The  New  York  future  price  is,  in  general, 
above  the  future  price  at  New  Orleans,  but  not  always  so. 

Hence  the  fact  that  southern  delivery  would  make  the  New  York 
future  contract  represent  the  price  of  cotton  in  the  South  might  not 
involve  so  much  of  a  lowering  of  the  contract  price  as  would  ordinarily 
be  supposed.  It  would  not  mean  subtracting  from  the  contract 
price  the  freight  difference  between  the  South  and  New  York,  because 
the  freight  ^fference  is  not  always  in  the  price  of  the  New  York 
future  as  at  present  traded  in.  Much  of  the  possible  evils  that  are 
feared  from  a  southern  warehouse  New  York  future  contract  are 
thus  not  adequately  grounded  in  fact.     Of  course,  a  southern  price 

»•  This  paragraph  assumes  for  the  purpose  of  the  argument  that  southern  deliveries  will  be  made  with> 
out  a  diilerentiaL 
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will  in  general  be  lower  than  a  New  York  price  for  cotton,  and  the 
New  York  future  contract  price  will  be  a  southern  price  under  south- 
em  warehouse  delivery.  From  the  point  of  view  of  parity  with  spot 
cotton,  however,  this  relation  mignt,  after  allowance  is  made  for 
freight  charges,  be  considerably  improved  by  frankly  providing  for 
a  southern  price  on  New  York  contracts."  The  effect  of  the  factors 
causing  discounts  on  futures  and  on  fars  might  be  much  reduced  by 
southern  delivery. 

The  specific  effect  of  multiplicity  of  delivery  points  upon  the  price 
of  the  New  York  future,  however,  remains  to  oe  considered.  This 
is  the  added  seller's  option  feature  in  the  proposed  contract.  Doubt- 
less it  would  tend  to  lower  the  price.  The  price  of  the  New  York 
futiu'e  would  tend  to  be  the  price  in  the  lowest  of  the  southern 
markets  at  which  delivery  on  New  York  contracts  could  be  made. 
But  it  has  already  been  noted  that  the  variation  in  the  spread,  rather 
than  the  average  size  of  the  spread  or  its  direction  as  such,  is  what 
is  important  for  the  hedger. 

The  producer  of  cotton,  however,  may  form  his  judgment  as  to 
what  cotton  is  worth  on  the  basis  of  the  future  price,  especially  in 
view  of  the  fact  that  so  much  cotton  is  bought  and  sold  at  a  price 
on  or  off  the  future.  Would  a  lower  price  of  the  future,  therefore, 
mean  a  lower  price  for  spot  cotton?  It  should  not,  at  least  after 
business  had  become  adjusted  to  the  new  level  of  the  future  price. 
It  might  even  be  true  that  no  period  of  adjustment  would  be  neces- 
sarv,  since  the  producer  ought  not  to  expect  that  a  southern  price 
will  be  as  high  as  a  New  York  price,  and  if  he  makes  allowance  for 
a  normal  difference  between  a  New  York  price  and  a  southern  price 
in  figuring  on  the  basis  of  the  new  future  contract,  he  would  actually 
benefit  by  the  failure  of  the  southern  price  to  include  the  freight  dif- 
ference, instead  of  being  injured  by  it.  For  example,  let  it  be  assumed 
that  under  present  conditions  the  producer  judges  prices  by  reference 
to  the  New  York  future  and  is  willing  to  sell  for  75  points  below  the 
New  York  future,  which  is  25  cents,  or  for  24.25.  Then  suppose  the 
New  York  future  under  southern  delivery  becomes  24.50,  the  pro- 
ducer being  still  guided  by  New  York.  He  will,  if  he  allows  70 
points  for  the  freight  difference,  then  be  willing  to  sell  at  75  points 
under  24.50  plus  0.70  (or  75  points  under  25.20),  that  is,  at  24.45. 
This  is  20  pomts  above  what  he  would  take  under  the  condition  first 
assumed,  with  a  New  York  price  on  New  York  futures.  This  illus- 
tration is  of  course  merely  hypothetical,  and  does  not  take  account 
of  the  buyer's  share  in  price  making. 

But  in  order  to  be  on  the  safe  side  it  is  believed  that  the  effect  of 
Southern  warehouse  delivery  on  price  levels  should  be  counteracted  by 
some  means,  preferably  a  method  other  than  a  differential  (the  latter 
being  practicable  only  with  deliveries  allowed  at  New  York) .  There 
is  something  in  the  argument  that  the  grower  of  cotton  will  fail  to 
understand  that,  under  southern  warehouse  delivery,  the  price  on  a 
New  York  contract  will  be  a  southern  and  not  a  New  York  price. 
Moreover,  there  are  some  who  will  reason  that,  if  the  future  price  is 
below  the  spot  price,  it  is  necessarily  pulling  the  spot  price  down. 
Therefore,  tne  adoption  of  southern  warehouse  delivery  without  the 
equivalent  of  a  differential  (though  not  necessarily  equal  to  the  present 

f  For  the  reasons  mentioned  in  second  paragraph  below. 
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freight  difference)  might  have  an  effect  on  the  price  which  would 
cause  dissatisfaction  and  disturb  the  cotton  trade  generally.  Obvi- 
ously, however,  the  differential  is  impracticable  except  with  deliveries 
permitted  at  New  York. 

Regardless  of  whether  New  York  remains  a  delivery  point  under 
the  system  or  not,  it  is  especially  desirable  that  provisions  of  the 
southern-delivery  plan  have  reference  in  part  to  counteracting  the 
possible  depressmg  effect  of  multiplicity  ot  delivery  points  upon  the 
New  York  future  price.  Some  such  features  of  the  contract  are 
suggested  in  the  chapter  on  deliverable  grades.  The  requirement  of 
delivery  in  contiguous-grade  lots  would  be  an  important  means  of 
raising  the  level  of  futures  as  compared  with  spots,  as  well  as  probably 
desirable  on  general  grounds  as  making  lots  delivered  on  futures  more 
merchantable.^*  Its  distinctive  advantages  are  enhanced  by  associa- 
tion with  southern  deUvery.  The  granting  of  5  or  10  days'  free  storage 
(of  course  to  be  prepaid  by  the  seller  of  the  future  who  makes  delivery) 
has  'also  been  suggested  as  having  similar  desirable  possibilities. 

An  important  means  of  limitmg  the  effect  of  multiple  delivery 
points  upon  price  (through  the  New  York  future)  is  the  abolition  of 
deliveries  on  futures  at  New  York,  though  this  of  course  will  result 
in  a  somewhat  lower  southern  price  than  if  New  York  remained  a 
delivery  point  with  a  differential.  The  southern  ports  do  not  differ 
much  from  each  other  as  regards  spot  prices  and  other  relevant 
particulars.  New  York  is  not  in  the  same  class  and  it  might,  especially 
toward  the  close  of  the  crop  year,  be  used  as  a  place  to  dump  cotton, 
with  a  depressive,  if  not  a  manipulative,  effect  upon  future  prices. 
The  southern  merchant  who  might  be  willing  to  tate  delivery  at  any 
southern  port  could  not  so  reaaily  adjust  his  plans  to  the  possibility 
of  delivery  at  New  York.  The  abolition  of  delivery  on  futures  at 
New  York  would  remove  from  the  number  of  delivery  points  the  one 
affording  most  opportunity  for  injurious  exploitation  of  the  option  of 
delivery  at  more  than  one  point. 

New  York  not  a  good  delivery  point  for  a  cotton-futures  market. — It 
is  fundamental  that  the  dehvery  point  for  a  futures  market  be  also 
a  spot  market  of  such  importance  that  stocks  of  the  commodity 
dealt  in  by  way  of  futures  oe  always  available  so  that  delivery  can 
be  made  on  future  contracts  without  the  seller  being  compelled  to  go 
to  extraordinary  expense,  either  to  obtain  the  commodity  lor  dehvery 
or  to  deliver  the  commoditv  he  already  holds  under  a  hedge  sale. 
A  delivery  point  (or  points)  (or  a  futures  market  should,  thereiore,  be 
a  large  spot  market  and  should  also  be  located  in  the  natural  line  of 
transportation  of  the  actual  commodity  between  producers  and  con- 
sumers. 

Although  there  was  a  time  when  New  York  conformed  to  these 
requirements,  that  is  no  longer  the  situation.  Cotton  intended  for 
the  New  England  mills,  even,  does  not  go  by  way  of  New  York  to 
any  considerable  extent.  Cotton  for  export  does  not  normally  go  to 
New  York  for  shipment,  although  some  cotton  is  exported  tnrough 
New  York.  Even  with  the  stimulus  given  by  the  futures  market 
to  the  bringing  of  cotton  to  New  York  out  of  its  natural  course,  the 
quantity  of  cotton  on  hand  in  New  York  has  frequently  been  ridicu- 
lously small.  Altogether,  New  York  is  a  very  poor  point  at  which 
the  translation  of  a  future  contract  into  actual  cotton  can  be  effected 


"SeeCh.  VII,  sec.  7fl. 
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i;^ithoiit  an  accompaniment  of  abnormal  and  artificial  price  conditions, 
and,  even  if  there  are  no  considerable  price  disturbances,  there  is 
economic  loss  involved.  If  New  York  has  certain  advantages  which 
make  it  a  good  point  for  a  futures  market,  and  if  the  actual  delivery 
on  New  York  contracts  can  be  provided  for  at  some  one  or  more 
actual  cotton  markets,  the  solution  of  the  problem  of  taking  advantage 
of  whatever  facilities,  financial  and  other,  New  York  offers,  would 
seem  to  be  southern  warehouse  delivery. 

The  distance  from  New  York  of  the  warehouses  at  which  delivery 
would  be  made  is  not  a  peculiarity  that  in  itself  argues  against  the 

Elan.  A  Winnipeg  wheat  futures  market  is  operated  with  its  ware- 
ouses  and  all  aeliveries  several  hundred  miles  away  from  the  trad- 
ing point.^'  If  there  were  some  dominant  southern  spot  market 
through  which  most  of  the  cotton  raised  in  the  South  mignt  easil}^  go 
on  its  way  to  consumers,  there  ought  to  be  no  question  about  the 
immediate  adoption  of  this  as  a  point  of  delivery,  and  the  one  point 
of  delivery,  on  New  York  future  contracts.  There  is,  however,  no 
such  market. 

The  facilitating  of  dehveries  upon  future  contracts  and  the  more 
normal  connection  between  spot  and  future  prices  thus  to  be  brought 
about  are  the  reasons  for  southern  warehouse  delivery  on  New  York 
contracts.  Conditions  should  be  made  such  that  the  merchants  can 
by  their  deliveries  defeat  attempts  to  squeeze  the  market.  This  will 
tend  to  check  premiums  on  nears  and  correlative  discounts  on  the 
fars.  The  adoption  of  southern  warehouse  delivery  may  be  expected 
to  make  it  more  practicable  for  the  hedge  seller  to  use  the  near  op- 
tions, if  he  so  desires,  thus  restoring  the  premium  on  fars  and  facili- 
tating the  process  of  hedging  and  the  legitimate  use  of  the  cotton- 
futures  marKet. 

Southern  dehvery  is  not  suggested  as  a  cure-all  for  peculiar  or  un- 
satisfactory behavior  of  the  futures  market.  There  will  still  be  dis- 
counts on  occasion.  It  is  believed,  however,  that  the  working  of  the 
New  York  cotton-futures  market  will  be  much  improved  by  putting 
an  end  to  some  of  the  artificiahties  and  technicaUties  of  future  trading 
as  at  present  conducted  there. 

However  important  the  price  level  of  New  York  futures  may  be 
for  the  producer  of  cotton — and  it  is  easy  to  exaggerate  such  im- 
portance, since  at  worst  the  " basis''  is  an  elastic  and  adjustable  in- 
tervening link — it  is  not  reasonable  to  suppose  that  the  mere  ''jack- 
ing up"  of  the  New  York  futures  by  artificial  means  will  help  the 
producer.  It  is  equally  unreasonable  to  suppose  that  the  elimina- 
tion of  artificialities  in  the  situation  that  may  sometimes  enhance  the 
New  York  future  price  will  have  a  permanently  disadvantageous 
effect  on  prices  received  by  the  producer.  Under  a  system  of  future 
trading,  all  legitimate  trade  interests  are  served  by  having  an  un- 
obstructed channel  of  interchange  and  connection  between  futures 
and  spots.  It  is  worth  noting,  moreover,  that  the  adoption  of  south- 
em  deliveries  is  quite  analogous  to  the  previous  adoption  of  southern 
commercial  differences  for  the  settlement  of  New  York  future  con- 
tracts when  actual  cotton  is  delivered,  and  the  need  in  each  case  is 

**  In  Vol.  II  of  Its  report  on  methods  and  operations  of  grain  exporters,  the  commission  recommends 
that  provision  he  made  for  the  delivery,  on  occasion,  of  Krain  at  other  important  mvtlQt^  Ul  fatisfaclion 
of  Chicago  future  contracts. 
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due  fundamentally  to  the  fact  that  New  York  does  not  have  the  po- 
sition or  the  facilities  of  a  spot-cotton  market. 

The  statistics  of  prices  at  New  York  and  New  Orleans  indicate  that 
New  York  future  prices  are  frequently  of  an  artificial  character,  and 
a  futures  market  oased  upon  artificial  situations  and  technical  con- 
ditions is  not  one  which  can  be  claimed  to  be  performing  the  best 
possible  service.  The  New  York  futures  contract  should  either  be 
mended  so  as  to  relate  the  price  more  definitely  to  spot  cotton,  or  it 
should  possibly  be  put  an  end  to  altogether. 
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Chapter  X 
CONCLUSIONS  AND  RECOMMENDATIONS 

In  an  industry  or  business  so  large  and  covering  so  wide  a  territory 
as  does  the  cotton  business,  it  is  only  to  be  expected  that  occasionally 
there  would  be  found  intimations  that  competition  was  restricted  in 
one  way  or  another,  both  in  the  buying  and  in  the  selling  of  cotton. 
Ihe  commission,  however,  has  been  unable,  after  searching  inquiry, 
to  obtam  proof  of  a  single  instance  where  lack  of  competition  was 
established  in  the  buying  of  cotton. 

In  selling  cotton  much  the  same  situation  in  respect  to  competi- 
tion is  found.  Assertions  were  made  that  there  were  agreements  and 
combinations  in  restraint  of  trade  in  selling  cotton.  Careful  in- 
quiry does  not  substantiate  this,  except  in  one  instance. 

Letters  were  found  which  very  strongly  indicate  that  an  attempt 
was  made  to  bring  about  an  agreement  or  understanding  with  regard 
to  selling  basis  to  southern  mills.  This  attempt  directly  concerns 
Anderson,  Clayton  &  Co.  and  George  H.  McFadden  &  Bro.,  and 
possibly  llarriss,  Irby  &  Vose.  Representatives  of  the  first  two 
lirms  above  mentioned  denied  thart  there  was  ever  any  such  agree- 
ment or  understanding.  It  would  appear,  however,  despite  Uiese 
denials,  that  attempts  were  made  in  1922  to  bring  about  such  an 
agreement. 

There  seems  to  be  developing  a  tendency  toward  concentration 
of  the  spot-cotton  business  in  a  few  hands,  and  the  possible  danger 
from  this  and  further  concentration  can  not  be  too  strongly  empha- 
oizeci. 

Charges  were  also  made  to  the  commission  that  certain  large  firms 
work  together  in  their  futures  operations.  This,  it  was  claimed,  was 
detrimental  to  the  trade.  The  commission  has  obtained  no  proof 
that  these  concerns  have  ''pooled"  their  interest  in  the  futures 
market. 

An  examination  of  manv  of  the  various  proposals  which  have  been 
made  for  the  revision  of  the  grades  deliverable  on  contract  leads  the 
commission  to  the  conclusion  that  the  only  one  which  promises 
desirable  results  is  the  three-con tiguous-ffra^e  contract,  providing 
that  the  delivery  on  each  contract  shall  be  composed  of  not  more 
than  three  adjacent  or  contiguous  grades,  which  adjacent  grades 
may  be  any  of  those  now  deliverable.  The  commission  does  not 
recommend  that  this  form  of  contract  should  be  employed  unless 
southern  warehouse  delivery  is  also  adopted.  Otherwise,  any  change 
in  grades  deliverable  on  contract  is  believed  to  be  of  dubious  value. 
The  commission  believes  that  the  contiguous-grade  contract  would 
prove  to  be  a  valuable  adjimct  of  southern  deliveries  (1)  by  offsetting 
m  part  the  decreased  value  of  the  contract  arising  from  the  addi- 
tional option  given  to  the  seller  of  contracts  as  to  place  of  delivery; 
(2)  by  counteracting  in  part  the  depressing  effect  on  future  prices,' 
of  deliveries  of  varying  grades  on  each  contract,  which  tends  to  be 
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emphasized  by  the  number  of  delivery  points;  (3)  by  making  it  more 
practicable  for  the  smaller  merchant  to  take  delivery  of  cotton  on 
future  contracts,  thus  reducing  the  tendency  to  run  from  delivery 
notices;  and  (4)  by  improving,  through  the  increased  merchantability 
of  the  delivery,  the  relationship  of  spots  and  futures,  and  hence  the 
serviceability  of  the  future  market  for  hedging. 

Accuracy  and  definiteness  in  quoting  the  spot  market  is  desirable 
for  two  reasons:  (1)  True  commercial  differences  for  use  in  the  settle- 
ment of  the  future  contract  make  for  a  more  stable  relation  between 
spot  and  future  prices  and  therefore  for  a  better  hedging  market; 
and  (2)  both  the  producer  and  the  merchant,  as  well  as  the  manu- 
facturer, are  entitled  to  know  what  the  prevailing  price  of  cotton  is, 
as  shown  by  actual  sales,  so  far  as  these  have  been  made,  not  only 
for  middling  but  for  all  other  grades. 

To  the  end  of  establishing  accurate  spot  quotations  and  correct 
differences,  therefore,  it  is  recommended:  (1)  That  there  be  sub- 
stantial uniformity  of  procedure  in  determining  quotations  and  dif- 
ferences; (2)  that  all  pertinent  price  information,  such  as  quantity, 
price,  grade,  and  staple,  be  reported  for  every  spot  sale  and  be  made 
the  basis  of  spot  quotations  and  differences  by  mathematical  com- 
putations; (3)  that  this  information  be  verified  by  a  committee  of 
competent  classers,  preferably  not  engaged  in  the  trade;  and  (4) 
that  in  view  of  the  disparity  in  volume  of  sales  among  the  several 
markets,  the  feasibility  of  taking  a  weighted  average  of  their  dif- 
ferences instead  of  a  simple  average,  for  use  m  the  settlement  of  the 
future  contract,  should  be  considered. 

The  commission  believes  that  some  form  of  southern  delivery  on 
New  York  contracts  should  be  adopted  and  recommends  that  Con- 
gress enact  legislation  to  that  end.  There  are  several  unportant 
reasons  for  this  conclusion.  .,...,       •  i.  't 

The  strongest  claim  for  a  futures  market  is  that  it  furnishes  a  safe 
hedge  for  cotton  merchants.  This  the  New  York  futures  market 
does  not  always  do.  In  fact,  it  is  frequently  manipulated,  its  prices 
being  forced  out  of  line.  It  is  a  truism  to  say  that  for  soine  yeap 
past  the  New  York  futures  market  has  failed  to  perform  satisfactorily 

its  chief  function.  ,    ,.  ,  .         ,      xt       ^    ^    t  ^ 

There  are  valid  objections  to  abolishing  the  New  York  futures 
market.  New  York  has  an  important  advantage  over  any  other  city 
in  the  United  States;  it  is  the  financial  and  trading  center  of  the 
world  It  is  stated  by  some  cotton  merchants  that  New  Orleans 
has  a  better  contract  than  New  York  in  that  deUvery  takes  place 
at  a  large  spot  market,  but  the  volume  of  trading  m  futures  at  New 
York  is  much  greater  than  that  at  New  Orleans. 

The  commission  believes  the  better  features  of  the  New  York 
futures  market  can  be  maintained  and  much  of  the  ground  for  criti- 
cism eliminated  by  the  adoption  of  some  system  of  southern  ware- 
house deUveries  on  New  York  contracts.  Southern  deliveries  will 
do  much  to  eliminate  manipulation  and  to  maintain  New  York  future 
prices  in  their  proper  relation  to  spot  pnces. 

The  commission  recommends  in  connection  with  southern  deliv- 
eries (1)  that  the  number  of  southern  delivery  points  selected  for 
New'  York  deliveries  be  few,  and  at  least  for  the  present  be  only 

985991— S.  Doc.  100, 68-1 17 
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Atlantic  and  Gulf  porte;    (2)  that  the  delivery,  inspection   and  onr 
tification  of  cotton  at  southern  ports  shall  be  und^r  3  Govern 

CsedZdrthe^Fedt'l  '^^"T^^  ^^"^  •'^"1^  from^war^Cs" 

^^a^ioTasT-th^^^^^^^^^^^ 

the  total  open  interest  by  options.  SuSx  figures  should  be  Dubliled 
regularly.  The  open  trades  should  be  those  open  on  the^honl«  !rf 
m«nbers  and  not  merely  those  open  at  the  dearC  house  ^  "^ 
The  commission  recommends  that  consideration  be  riven  to  .. 
reduction  m  the  size  of  the  contract  dehvery  (1  TO  bales)  ^The  valn« 
of  the  present  contract  with  cotton  at  20  to  SO^ente  seeml  phH,  V 
MP'^P"''*'"''  ^'}^  *^«  ^•'•"^  of  the  deliveries^ntturrcontraS 

ery  as  well  as  that  of  marketing  generallv  it  is  Wlipv^  tw  ■,     -ul 

be  desirable  that  the  contract  Ed  S^^^^^^ 

mating  mmimum  carload  requirements  aeiivery  approxi- 

ca&lkeXrnow  ^'t^^'"^^'  a  prohibitive  tax  on  cotton  puts  and 
calls  liKe  that  now  in  force  for  gram  puts  and  calls  should  be  enacted 

Sk^/'^/k^'^T^  ^^,  ^^  elimination  of  such  tradinrXch  is  now 
prohibited  by  tlie  rules  of  both  of  the  cotton  exchan|^  ^  '''''' 
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form  of  future  contract  on  the  new  york  cotton  exchange  * 

New  York, 1 

A.  B.  of  the  county  and  State  of  New  York  have  this  day  3^^  y^^. 

and  agreed  to  5®^^®^  ^P      C.  D.  of  the  same  place,  50,000  pounds 
^  Receive  from 

in  about  100  square  bales  of  Cotton,  growth  of  the  United  States,  at 
the  price  of  —  cents  per  pound  for  Middling,  with  additions  or 
deductions  for  other  grades  m  accordance  with  the  provisions  of  the 
United  States  Cotton  Futures  Act,  Section  6,  deliverable  from  licensed 
warehouse,  in  the  port  of  New  York,  between  the  first  and  last  days 

of ,  inclusive,  the  delivery  within  such  time  to  be  at  seller's 

option  in  one  warehouse,  upon  notice  to  biwer,  as  provided  by  the 
By-Laws  and  Rules  of  the  New  York  Cotton  Exchange.  The  Cotton 
dealt  with  herein  or  delivered  hereunder  shall  be  of,  or  within,  the 
grades  for  which  standards  are  established  by  the  Secretary  of  Agri- 
culture, except  cotton  prohibited  from  being  delivered  on  a  contract 
by  the  fifth  subdivision  of  Section  5  of  the  United  States  Cotton 
futures  Act,  and  shall  be  of  no  other  grade  or  grades,  and  shall  be 
subject  to  New  York  Cotton  Exchange  inspection. 

Either  party  may  call  for  a  margin,  as  the  variations  of  the  market 
for  like  deUveries  may  warrant,  which  margin  shall  be  kept  good. 

This  contract  is  made  in  view  of,  and  in  all  respects  subject  to  the 
regulations  made  pursuant  to  said  United  States  cotton  futures  act 
and  to  the  By-Laws  and  Rules  of  the  New  York  Cotton  Exchange 
not  in  conflict  with  said  Act  or  said  regulations. 

Subject  to  United  States  Cotton  Futures  Act,  Section  5.      . 
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Appendix  2 

regulations  OF  THE  SECRETARY  OF  AGRICULTURE  UNDER  THE 
UNITED  STATES  COTTON  FUTURES  ACT  ON  PRICE  QUOTATIONS  AND 
DIFFERENCES  ' 

Regulation  15.  Price  Quotations  and  DirPERBNCEs 

Section  1.  Every  bona  fide  spot  market  shall,  as  a  condition  of 
its  designation  and  of  the  retention  thereof  for  the  purposes  of  the 
act,  conform  to  sections  6,  7,  and  8  of  the  act  and  the  requirements 
of  this  regulation. 

t  See  section  33  of  the  by-laws  and  rules  of  the  New  York  Cotton  Exchange,  Nov.  15, 1920. 

•  S^tion  15,  Circulir  169,  Office  of  the  Secretary  United  States  Department  of  Agriculture. 
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Sec.  2.  The  prices  or  values  of  middling  cotton  and  the  differences 
between  the  prices  or  values  of  middling  cotton  and  of  other  3 
of  cotton  m  each  bona  fide  spot  market  shall  be  based  soKnon 
sLalfT^'tt  °^  he  official  cotton  standards  of  the  United  &Tnd 
shall  be  the  actual  commercial  prices  or  values  and  differences  estab- 
Lshed  by  the  sale  of  spot  cotton  in  such  bona  fide  spot  marker  Such 
pnces  or  values  and  differences  shall  be  determined  as  provided  b 
said  sections  of  the  act  and  this  regulation  proviaea  in 

fi^^*^^  '!•  '^^f\  *''*"  ^^  established  and  maintained  in  each  bona 
fide  spot  market  a  competent  quotation  committee.     The  organiTa- 

aPDrolf  o?^h:°.'!Jr'f"nv.'*"K''  '^^  P*"^5""«'  ^l'*"  •>«  subject  To  the 
approval  of  the  chief  of  the  bureau,  and  any  member  of  such  commif 

tee  who  for  good  cause  is  disapproved  bv  the  chief  of  the  bureauTal  " 

after  due  notice,  be  replaced  by  another  person  acceotaWe  for  fJ^i 

pumose  to  the  chief  of  the  bureau.     Sucf  TommitLT  Sll  imp^r 

tialfy  and  carefully  ascertain  and  publish  on  each  business  dav  the 

va  ue  of  middling  cotton  and  the  Vlifferences  between  the  prk^or 

values  of  middling  cotton  and  of  other  grades  of  cotton  rep?™ented 

by  he  official  cotton  standards  of  the  UnTted  States.     The  coSlee 

shall  disregard  any  transactions  which  it  finds  were  not  ho^^fi^!, 

forTther",!'^  '^'  '"'1^''"'  "^  '"«"«"'''"g  ^^^^^^^  rmpro^p^rly  t 
J.^}*     !?'"'  •''^^°°'  ^?  ""*  represent  truly  the  commercial  valC 

n nbfithina     "r  '*•'  ""''■^•''•,    ^'^  ""«  «^  ^™««  of  ascerta  n  ng  ani 
publishing  such  prices  or  values  and  differences  shall  be  unifom  ^n 

ivtl  of^th^^hieH  Z'k^'^  ""'^  ^^^"  ^«  ^'^  subiect"o  tiTap" 

bureL'""^"'^"**'**  ''  °°<'*  *°  «"«'»  ^"*-«  exchange  and  to  S 
Sec.  4.  Each  such  quotation  committee  shall  provide  itself  wit), 

has  not  been  canceled  as  provided  eheJLTTtLfere^^^^^ 
Such  committee,. or  a  person  authorized  to  act  for  it    shfu  ohf«?n 
complete  and  satisfactory  information  not  later  than  thp  .1  / 

business  on  each  business  day  a^  to  aJl  sSes  of  snot  rnHnn    •  ""'^u^ 
close  of  the  next  preceding  Lsiness  d^y^  nl^^^^^^  £ 

prices  or  price  basis,  and  other  terms  ofsale  in  sufficient  detaiWn 
enable  the  committee  to  perform  its  duties  accSlv  q  k 
committee  shall  also  have  access  to  the  sSes  rSS'i^^^^^ 
cotton  involved  in  such  sales.  A  record  of  suc&rmlS  shfu  h^ 
kept  subject  to  exam  nation  at  any  reasonable  ™  by  a  d ufc 
authorized  representative  of  the  bureau,  and  the  sampfes  of  th« 
cotton  as  long  as  they  remain  in  the  possession  of  anyXtv  to  th« 
transaction  in  such  market  shall  also  L  available  for  ^Kami^ 

Sec  5.  Whenever  no  sale  of  a  particular  CTade  of  cotton  alioll 
have  been  made  on  a  given  day  in  a  particular  b^na  fide  spot  marke 
the  value  of  such  grade  in  that  mar'ket  on  that  day  wffch  Zll  h« 
used  in  calculating  the  commercial  differences  to  be  IppTi^d  puSaS 
to  section  6  of  the  act,  in  the  setUement  of  a  section  FcontVL^^^^^ 
be  determined  in  accordance  with  section  6  of  this  regulat  on   ' 
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Sec.  6.  Paragraph  1.  If  on  such  given  day  there  shall  have  been 
in  such  market  both  a  sale  of  any  higher  grade  and  a  sale  of  any 
lower  grade,  the  average  of  the  declines,  or  advances,  or  decline  and 
advance,  as  the  case  mav  be,  of  the  next  higher  grade  and  the  next 
lower  grade  so  sold,  shall  be  deducted  from,  or  added  to,  as  the  case 
may  be,  the  value,  on  the  last  preceding  business  day,  of  the  grade 
the  value  of  which  on  such  given  day  is  sought  to  be  ascertained. 

Paragraph  2.  If  on  such  given  day  there  shall  have  been  in  such 
market  a  sale  of  either  a  higher  or  a  lower  grade,  but  not  sales  of  both, 
the  decline,  or  advance,  of  the  next  higher,  or  the  next  lower  grade  so 
sold  shall  be  deducted  from,  or  added  to,  as  the  case  may  be,  the  value, 
on  the  last  preceding  business  day,  of  the  grade  the  value  of  which  on 
such  given  day  is  sought  to  be  ascertained. 

Paragraph  3.  If  on  such  given  day  there  shall  have  been  in  such 
market  no  sale  of  spot  cotton  of  any  grade,  the  value  of  each  grade 
shall  be  deemed  to  be  the  same  as  its  value  therein  on  the  last  preced- 
ing business  day,  unless  in  the  meantime  there  shall  have  been  bona 
fide  bids  and  offers,  or  sales  of  hedged  cotton,  or  other  sales  of  cotton, 
or  changes  in  prices  of  future  contracts  made  subject  to  the  act, 
which  in  the  usual  course  of  business  would  clearly  establish  a  rise  or 
fall  in  the  value  of  spot  cotton  in  such  market,  m  which  case  such 
rise  or  fall  may  be  calculated  and  added  to  or  deducted  from  the 
value  on  the  preceding  business  day  of  cotton  of  aU  grades  affected 
thereby. 

Sec.  7.  For  the  purpose  of  this  regulation,  values  shall  be  expressed 
in  terms  of  cents  and  hundredths  of  a  cent.  A  fraction  of  a  hun- 
dredth, when  equal  to,  or  greater  than,  the  half  thereof,  shall  be 
treated  as  a  hundredth,  and,  when  less  than  a  half  of  a  hundredth, 
shall  be  disregarded. 

Sec.  8.  The  details  of  the  method  of  carrying  out  the  provisions  of 
this  regulation  in  each  bona  fide  spot  market  shall  be  subject  to  the 
approval  of  the  chief  of  the  bureau  or  shall  be  prescribed  by  him. 
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eesolutions  adopted  by  representatives  of  ten  spot  cotton 
markets  to  fix  differences  on  spot  cotton  quotations, 
memphis,  tenn.,  april  14,  1919 

(1)  Resolved,  That  the  responsibility  for  quoting  different  grades 
to  Washington  rests  with  the  quotation  conmiittee. 

(2)  Its  Composition:  Conmiittee  of  five  composed  of  two  buyers 
and  two  sellers,  appointed  by  the  President  for  two  months,  one  buyer 
and  one  seller  to  be  replaced  every  30  days;  also  a  Chairman,  ap- 
pointed by  the  President,  who  shall  serve  lor  30  days  and  be  alter- 
nately a  buyer  and  a  seller. 

New  Orleans  reserves  its  present  system. 

(3)  Method  of  Obtaining  Facts  :  Buyers  and  sellers  report  daily 
to  Superintendent  of  Exchange  all  purchases  and  sales,  with  prices  of 
each  grade.  If  purchase  or  sale  is  of  average  grade,  buyer  and  seller 
must  report  to  tne  best  of  his  knowledge  and  belief  the  value  of  each 
grade.     This  information  furnished  the  Superintendent  is  strictly 
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confidential,  and  his  duty  shall  be  to  report  to  the  Quotation  com- 
mittee an  average  price  of  various  grades  bought  and  sold,  also  the 
total  number  of  bales  traded  in.  The  Committee  shall  have  the 
discretion  to  decide  whether  the  total  transactions  are  too  small  to 
base  quotations  on,  and  they  shall  also  have  the  power,  if  the  quota- 
tions seem  to  be  at  variance  with  the  actual  transactions,  to  demand 
from  the  Superintendent  that  he  furnish  them  with  a  list  of  the  trans- 
actions from  which  his  figures  were  derived.  If  the  transactions 
are  so  small  as  to  make,  in  the  opinion  of  the  Committee,  a  purely 
nominal  market,  the  Committee  shall  request  the  Superintendent  to 
secure  bid  and  ask  price  on  each  grade  from  the  various  buyers  and 
sellers,  and  the  Superintendent  shall  figure  the  average  price  of  each 
^ade  from  the  average  bid  and  ask  price  on  50  bales  or  more.  It 
IS  understood  that  when  any  sales  of  spot  cotton  .are  made  and  which, 
in  the  opinion  of  the  spot  conamittee,  are  made  for  the  purpose  of 
influencing  (if  possible)  the  spot  quotations;  or,  any  sales  which  do 
not  represent  true  market  value — then  such  sales  are  not  to  be  con- 
sidered by  the  Conmiittee  in  making  spot  quotations. 

When  a  basis  trade  is  made  the  buyer  and  seller  must  agree,  for 
the  purpose  of  getting  the  average  quotations  only,  the  approximate 
amount  of  each  grade  contained  m  the  sam'^. 

(4)  Uniform  Method  of  Arriving  at  the  Quotation  for  Mid- 
dling Cotton:  All  quotations  shall  be  based  on  bona  fide  transactions 
in  spot  cotton,  J-inch.  The  price  of  middling  cotton  shall  be  quoted 
on  tne  value  of  middling  cotton,  Government  standard  J-inch. 

Daily  quotations  shall  be  made  at  the  closing  time  of  the  New  York 
and  New  Orleans  contract  markets,  based  on  average  sales  reported 
to  the  Superintendent  since  the  previous  close  of  the  Central  Market. 

We  recommend  that  these  resolutions  be  referred  back  to  the 
various  exchanges  for  their  consideration,  and  should  these  resolu- 
tions be  adopted  we  recommend  that  they  be  put  into  effect  on  and 
after  the  1st  day  of  August,  1919. 
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THE  UNITED   STATES   COTTON   FUTURES   ACT 

[Extract  from  an  act  of  Congress  entitled  "  An  act  making  appropriations  for  the  Department  of  Agrlcultura 
for  the  fiscal  year  ending  June  30,  1917,  and  for  other  purposes,"  approved  August  11,  1916,  Public 

Note. — Matter  in  italics  constitutes  the  amendment  of  March  4,  1919. 

That  this  Act  shall  be  known  by  the  short  title  of  the  **  United 
States  Cotton  Futures  Act. " 

Sec.  2.  That,  for  the  purposes  of  this  Act,  the  term  "  contract  of 
sale"  shall  be  held  to  include  sales,  agreements  of  sale,  and  agree- 
ments to  seD.  That  the  word  ''person ''  wherever  used  in  this  Act, 
shall  be  construed  to  import  the  plural  or  singular,  as  the  case  de- 
mands, and  shall  include  individuals,  associations,  partnerships,  and 
corporations.  When  construing  and  enforcing  the  provisions  of  this 
Act,  the  act,  omission,  or  failure  of  any  official,  agent,  or  other  person 
acting  for  or  employed  by  any  association,  partnership,  or  corpora- 
tion within  the  scope  of  his  emplo3an©nt  or  office,  snail,   in  every 


case,  also  be  deemed  the  act,  omission,  or  failure  of  such  association, 
partnership,  or  corporation  as  well  as  that  of  the  person. 

Sec.  3.  That  upon  each  contract  of  sale  of  any  cotton,  for  future 
delivery  made  at,  on,  or  in  any  exchange,  board  of  trade,  or  similar 
institution  or  place  of  business,  there  is  hereby  levied  a  tax  in  the 
nature  of  an  excise  of  2  cents  for  each  pound  of  the  cotton  involved  in 
any  such  contract. 

Sec.  4.  That  each  contract  of  sale  of  cotton  for  future  delivery 
mentioned  in  section  three  of  this  Act  shall  be  in  writing  plainly 
stating,  or  evidenced  by  written  memorandum  showing,  the  terms 
of  such  contract,  including  the  quantity  of  the  cotton  involved  and 
the  names  and  addresses  of  the  seller  and  buyer  in  such  contract, 
and  shall  be  signed  by  the  party  to  be  charged,  or  by  his  agent  in 
his  behalf.  If  the  contract  or  memorandum  specify  in  bales  the 
quantity  of  the  cotton  involved,  without  giving  the  weight,  each 
bale  shall,  for  the  purposes  of  this  Act,  be  deemed  to  weigh  five 
hundred  pounds. 

Sec.  5.  That  no  tax  shall  be  levied  under  this  Act  on  any  contract 
of  sale  mentioned  in  section  three  hereof  if  the  contract  comply 
with  each  of  the  following  conditions : 

First.  Conforni  to  the  requirements  of  section  four  of,  and  the 
rules  and  regulations  made  pursuant  to,  this  Act. 

Second.  Specify  the  basis  grade  for  the  cotton  involved  in  the 
contract,  which  shall  be  one  of  the  grades  for  which  standards  are 
established  by  the  Secretary  of  Agriculture,  except  grades  prohibited 
from  being  delivered  on  a  contract  made  under  this  section  by  the 
fifth  subdivision  of  this  section,  the  price  per  pound  at  which  the 
cotton  of  such  basis  grade  is  contracted  to  be  bought  or  sold,  the  date 
when  the  purchase  or  sale  was  made,  and  the  month  or  months  in 
which  the  contract  is  to  be  fulfilled  or  settled :  Provided,  That  mid- 
dling shall  be  deemed  the  basis  grade  incorporated  into  the  contract 
if  no  other  basis  grade  be  speciSed  either  m  the  contract  or  in  the 
memorandum  evidencing  the  same. 

Third.  Provide  that  the  cotton  dealt  with  therein  or  delivered 
thereunder  shall  be  of  or  within  the  grades  for  which  standards  are 
established  by  the  Secretaiy  of  Agriculture  except  grades  prohibited 
from  being  delivered  on  a  contract  made  under  this  section  by  the 
fifth  subdivision  of  this  section  and  no  other  grade  or  grades. 

Fourth.  Provide  that  in  case  cotton  of  grade  other  than  the  basis 
grade  be  tendered  or  delivered  in  settlement  of  such  contract,  the 
differences  above  or  below  the  contract  price  which  the  receivei 
shall  pay  for  such  grades  other  than  the  basis  grade  shall  be  the  actual 
commercial  differences,  determined  as  hereinafter  provided: 

Fifth,  Provide  that  cotton  that,  because  of  the  presence  of  extraneous 
matter  of  any  character  or  irregularities  or  defects,  is  reduced  in  volume 
below  that  of  low  middling,  or  cotton  that  is  bdow  the  grade  of  low 
middling,  or,  if  tinged,  cotton  that  is  below  the  grade  of  strict  middling, 
or,  if  yellow  stained,  cotton  that  is  below  the  grade  of  good  middling 
the  grades  mentioned  being  of  the  official  cotton  standards  of  the  United 
States,  or  cotton  that  is  less  than  seven-eighihs  of  an  inch  in  length  of 
staple,  or  cotton  of  perished  staple  or  of  immature  staple  or  cottan  that  is 
''gin  cut"  or  reginned,  or  cotton  that  is  ''repaclced'*  or  ''false  packed" 
or  "mixed  packed"  or  "water  packed"  shau  n^t  be  delivered  on,  under, 
or  in  settlement  of  such  contract. 
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Sixth.  Provide  that  all  tenders  of  cotton  under  such  contract 
shall  be  the  full  number  of  bales  involved  therein,  except  that  such 
variations  of  the  number  of  bales  may  be  permitted  as  is  necessary  to 
bring  the  total  weight  of  the  cotton  tendered  within  the  provisions 
of  the  contract  as  to  weight;  that,  on  the  fifth  business  day  prior  to 
delivery,  the  person  makmg  the  tender  shall  give  to  the  person  re- 
ceiving the  same  written  notice  of  the  date  of  delivery,  and  that,  on 
or  prior  to  the  date  so  fixed  for  delivery,  and  in  advance  of  final 
settlement  of  the  contract,  the  person  making  the  tender  shall 
furnish  to  the  person  receiving  the  same  a  written  notice  or  certificate 
stating  the  grade  of  each  individual  bale  to  be  delivered  and,  by 
means  of  marks  or  numbers,  identifying  each  bale  with  its  grade. 

Seventh.  Provide  that  all  tenders  of  cotton  and  settlements  therefor 
under  such  contract  shall  he  in  accordance  with  the  classification  thereof 
made  under  the  regulations  of  the  Secretary  of  AgricuUure  hy  such 
officer  or  officers  of  the  Government  as  shall  he  designated  for  the  purpose, 
and  the  costs  of  such  classification  shall  he  fixed,  assessed,  collected, 
and  paid  as  provided  in  such  regulations.  AU  moneys  collected  as  such 
costs  may  he  used  as  a  revolving  fund  for  carrying  out  the  purposes  of 
this  suhdivision,  and  section  nineteen  of  this  Act  is  amended  accordingly. 

The  provisions  of  the  third,  fourth,  fifth,  sixth,  and  seventh  sub- 
divisions of  this  section  shall  be  deemed  fully  incorporated  into  any 
such  contract  if  there  be  written  or  printed  thereon,  or  on  the 
memorandum  evidencing  the  same,  at  or  prior  to  the  time  the  same 
is  signed,  the  phrase  "Subject  to  United  States  cotton  futures  act, 
section  five." 

The  Secretary  of  Agriculture  is  authorized  to  prescrihe  regulations 
for  carrying  out  the  purposes  of  the  seventh  suhdivision  of  this  section^ 
and  the  certificates  of  the  officers  of  the  Government  as  to  the  classifica- 
tion of  any  cotton  for  the  purposes  of  said  suhdivision  shall  he  accepted 
in  the  courts  of  the  United  States  in  all  suits  hetween  the  parties  to  such 
contract,  or  their  privies,  as  prime  fade  evidence  of  the  true  classification 
of  the  cotton  involved. 

Sec.  6.  That  for  the  purposes  of  section  five  of  this  Act  the  dif- 
ferences above  or  below  the  contract  price  which  the  receiver  shall 
pay  for  cotton  of  grades  above  or  below  the  basis  grade  in  the  settle- 
ment of  a  contract  of  sale  for  the  future  dehvery  of  cotton  shall  be 
determined  by  the  actual  commercial  differences  in  value  thereof 
upon  the  sixth  business  day  prior  to  the  day  fixed,  in  accordance 
with  the  sixth  subdivision  of  section  five,  for  the  delivery  of  cotton 
on  the  contract,  estabhshed  by  the  sale  of  spot  cotton  in  the  market 
where  the  future  transaction  involved  occurs  and  is  consummated 
if  such  market  be  a  bona  fide  spot  market;  and  in  the  event  there  be 
no  bona  fide  market  at  or  in  the  place  in  which  such  future  trans- 
action occurs,  then,  and  in  that  case,  the  said  differences  above  or 
below  the  contract  price  which  the  receiver  shall  pay  for  cotton  above 
or  below  the  basis  grade  shall  be  determined  by  the  average  actual 
commercial  differences  in  value  thereof,  upon  the  sixth  business  day 
prior  to  the  day  fixed,  in  accordance  with  the  sixth  subdivision  of 
section  five,  for  the  delivery  of  cotton  on  the  contract,  in  the  spot 
niarkets  of  not  less  than  five  places  designated  for  the  purpose  from 
time  to  time  by  the  Secretary  of  Agriculture,  as  such  values  were 
established  by  the  sales  of  spot  cotton,  in  such  designated  five  or  more 
markets:  Provided,  Tliat  for  the  purposes  of  this  section  such  values 


in  the  said  spot  markets  be  based  upon  the  standards  for  grades  of 
cotton  established  by  the  Secretary  of  Agriculture:  And  provided 
further,  That  whenever  the  value  of  one  grade  is  to  be  determined 
from  the  sale  or  sales  of  spot  cotton  of  another  grade  or  grades,  such 
value  shall  be  fixed  in  accordance  with  rules  and  regulations  which 
shall  bo  prescribed  for  the  purpose  by  the  Secretary  oi  Agriculture. 

Sec.  6A.  That  no  tax  shall  oe  levied  under  this  Act  on  any  contract 
of  sale  mentioned  in  section  three  hereof  if  the  contract  provide  that, 
in  case  cotton  of  grade  or  grades  other  than  the  basis  grade  specified 
in  the  contract  shall  be  tendered  in  performance  of  the  contract,  the 
parties  to  such  contract  may  agree,  at  the  time  of  the  tender,  as  to  the 
price  of  the  grade  or  grades  so  tendered,  and  that  if  they  shall  not  then 
agree  as  to  such  price,  then,  and  in  that  event,  the  buyer  of  said  con- 
tract shall  have  the  right  to  demand  the  specific  fulfillment  of  such 
contract  by  the  actual  delivery  of  cotton  of  the  basis  grade  named 
therein  and  at  the  price  specified  for  such  basis  grade  in  said  contract, 
and  if  the  contract  also  comply  with  all  the  terms  and  conditions  of 
section  five  hereof  not  inconsistent  with  this  section:  Provided,  That 
nothing  in  this  section  shall  be  so  construed  as  to  relieve  from  the 
tax  levied  by  section  three  of  this  Act  any  contract  in  which,  or  in  the 
settlement  of  or  in  respect  to  which,  any  device  or  arrangement  what- 
ever is  resorted  to,  or  any  agreement  is  made,  for  the  determination 
or  adjustment  of  the  price  of  the  grade  or  grades  tendered  other  than 
the  basis  grade  specified  in  the  contract  by  any  "fixed  difference '^ 
system,  or  by  arbitration,  or  by  any  other  method  not  provided  for 
by  this  act.  ^' 

Contracts  made  in  compliance  with  this  section  shall  be  known  as 
"Section  Six  A  Contracts.  The  provisions  of  this  section  shall  be 
deemed  fully  incorporated  into  any  such  contract  if  there  be  written 
or  printed  thereon,  or  on  the  memorandum  evidencing  the  same,  at  or 
prior  to  the  time  the  same  is  signed,  the  phrase  "Subject  to  United 
States  cotton  futures  Act,  section  6A." 

Section  ten  of  this  Act  shall  not  be  construed  to  apply  to  any  con- 
tract of  sale  made  in  compliance  with  section  six  A  nereof. 

Sec.  7.  That  for  the  purposes  of  this  Act  the  only  markets  which 
shall  be  considered  bona  fide  spot  markets  shall  be  those  which  the 
Secretary  of  Agriculture  shall,  trom  time  to  time,  after  investigation, 
determine  and  designate  to  be  such,  and  of  which  he  shall  give  public 
notice. 

Sec.  8.  That  in  determining,  pursuant  to  the  provisions  of  this  Act, 
what  markets  are  bona  fide  spot  markets,  the  Secretary  of  Agriculture 
is  directed  to  consider  only  markets  in  which  spot  cotton  is  sold  in 
such  volume  and  under  such  conditions  as  customarily  to  reflect 
accurately  the  value  of  middling  cotton  and  the  differences  between 
the  prices  or  values  of  middling  cotton  and  of  other  grades  of  cotton 
for  which  standards  shall  have  been  established  by  the  Secretary  of 
Agriculture:  Provided,  That  if  there  be  not  sufficient  places,  in  the 
markets  of  which  are  made  bona  fide  sales  of  spot  cotton  of  grades 
for  which  standards  are  established  by  the  Secretary  of  Agriculture, 
to  enable  him  to  designate  at  least  five  spot  markets  in  accordance 
with  section  six  of  this  Act,  he  shall, from  data  as  to  spot  sales  collected 
by  him,  make  rules  and  regulations  for  determining  the  actual  com- 
mercial differences  in  the  value  of  spot  cotton  of  the  grades  established 
by  him  as  reflected  by  bona  fide  sales  of  spot  cotton,  of  the  saine  or 
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different  grades,  in  the  markets  selected  and  designated  by  him,  from 
time  to  time,  for  that  purpose,  and  in  that  event,  differences  in  value  of 
cotton  of  various  grades  involved  in  contracts  made  pursuant  to 
section  five  of  this  act  shall  be  determined  in  compliance  with  such 
rules  and  regulations. 

Provided  further j  That  it  shall  he  the  duty  of  any  'person  engaged  in 
the  business  of  dealing  in  cotton,  when  requested  by  the  Secretary  of 
Agriculture  or  any  agent  acting  under  his  instructions,  to  answer 
correctly  to  the  best  of  his  Icnowledge  all  questions  touching  his  Icnowl- 
edge  of  the  number  of  bales,  the  classification,  the  price  or  bona  fide 
'price  offered,  and  other  terrns  of  purchase  or  sale,  or  any  cotton  involved 
%n  any  transaction  participated  in  by  him,  or  to  pioduce  all  boolcs, 
letters,  papers,  or  documents  in  his  possession  or  under  his  control 
relating  to  such  matter.  Any  such  person  who  shall,  within  a  reasonable 
time  prescribed  by  the  Secretary  of  Agriculture  or  such  agent,  wilfully 
fail  or  refuse  to  answer  such  questions  or  to  produce  such  boolcs,  letters, 
papers,  or  documents,  or  who  shall  wilfully  give  any  answer  that  is 
fatse  or  misleading,  shall  be  guilty  of  a  misdemeanor,  and  upon  con- 
viction thereof  shall  be  punished  by  a  fine  not  exceeding  $500. 

Sec.  9.  That  the  Secretary  of  Agriculture  is  authorized,  from 
time  to  time,  to  establish  and  promulgate  standards  of  cotton  by 
which  its  quahty  or  value  may  be  judged  or  determined,  including 
its  grade,  length  of  staple,  strength  of  staple,  color,  and  such  other 
qualities,  properties,  and  conditions  as  may  be  standardized  in 
practical  form,  which,  for  the  purposes  of  this  Act,  shall  be  known 
as  the  "Official  cotton  standards  of  the  United  States,"  and  to 
adopt,  change,  or  replace  the  standard  for  any  grade  of  cotton 
estabhshed  under  the  act  making  appropriations  for  the  Department 
of  Agriculture  for  the  fiscal  year  endmg  June  thirtieth,  nineteen 
hundred  and  nine  (Thirty-fifth  Statutes  at  Large,  page  two  hundred 
and  fifty-one) ,  and  Acts  supplementary  thereto :  Provided,  That  any 
standard  of  any  cotton  established  and  promulgated  under  this  Act  by 
the  Secretary  of  Agriculture  shall  not  be  changed  or  replaced  within 
a  period  less  than  one  year  from  and  after  the  date  of  the  promulga- 
tion thereof  by  the  Secretary  of  Agriculture:  Prcwided  further,  That, 
subsequent  to  six  months  after  the  date  section  three  of  this  act 
becomes  effective,  no  change  or  replacement  of  any  standard  of 
any  cotton  established  and  promulgated  under  this  Act  by  the 
Secretary  of  Agriculture  shall  become  effective  until  after  one  year's 
public  notice  thereof,  which  notice  shall  specify  the  date  when  the 
same  is  to  become  effective.  The  Secretary  of  Agriculture  is  author- 
ized and  directed  to  prepare  practical  forms  of  the  official  cotton 
standards  which  shall  be  established  by  him,  and  to  furnish  such 
practical  forms  from  time  to  time,  upon  request,  to  any  person,  the 
cost  thereof,  as  determined  by  the  Secretary  of  Apiculture,  to  be 
paid  by  the  person  requesting  the  same,  and  to  cert^y  such  practical 
forms  under  the  seal  of  the  Department  of  Agriculture  and  under 
the  signature  of  the  said  Secretary,  thereto  affixed  by  himself  or  by 
some  official  or  employee  of  the  Department  of  Agriculture  thereunto 
duly  authorized  by  the  said  Secretary. 

Sec.  10.  That  no  tax  shall  be  levied  under  this  Act  on  any  contract 
of  sale  mentioned  in  section  three  hereof,  if  the  contract  comply  with 
each  of  the  following  conditions: 
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First.  Conform  to  the  rules  and  regulations  made  pursuant  to  this 
Act. 

Second.  Specify  the  grade,  type,  sample,  or  description  of  the  cotton 
involved  in  the  contract,  the  price  per  pound  at  which  such  cotton  is 
contracted  to  be  bought  or  sold,  the  date  of  the  purchase  or  sale,  and 
the  time  when  shipment  or  delivery  of  such  cotton  is  to  be  made. 

Third.  Provide  that  cotton  of  or  within  the  grade  or  of  the" type,  or 
according  to  the  sample  or  description,  specified  in  the  contract  shall 
be  delivered  thereunder,  and  that  no  cotton  which  does  not  conform 
to  the  type,  sample,  or  description,  or  which  is  not  of  or  within  the 
grade  specified  in  the  contract  shall  be  tendered  or  deUvered  there- 
under. 

Fourth.  Provide  that  the  delivery  of  cotton  under  the  contract 
shall  not  be  effected  by  means  of  '^ set-off"  or  ''ring"  settlements, 
but  only  by  the  actual  transfer  of  the  specified  cotton  mentioned  in 
the  contract. 

The  provisions  of  the  first,  third,  and  fourth  subdivisions  of  this 
section  shall  be  deemed  fully  incorporated  into  any  such  contract  if 
there  be  written  or  printed  thereon,  or  on  the  document  or  memoran- 
dum evidencing  the  same,  at  or  prior  to  the  time  the  same  is  entered 
into,  the  words  ''subject  to  United  States  cotton  futures  act,  section 
10." 

This  Act  shall  not  be  construed  to  impose  a  tax  on  any  sale  of  spot 
cotton. 

This  section  shall  not  be  construed  to  apply  to  any  contract  of  sale 
made  in  compliance  with  section  five  of  tnis  act. 

Sec.  11.  Tnat  the  tax  imposed  by  section  three  of  this  Act  shall  be 
paid  by  the  seller  of  the  cotton  involved  in  the  contract  of  sale  by 
means  of  stamps  which  shall  be  affixed  to  such  contracts,  or  to  the 
memoranda  evidencing  the  same,  and  canceled  in  compliance  with 
rules  and  regulations  which  shall  be  prescribed  by  the  Secretary  of 
the  Treasury. 

Sec.  12.  That  no  contract  of  sale  of  cotton  for  future  delivery 
mentioned  in  section  three  of  this  Act  which  does  not  conform  to  the 
requirements  of  the  section  four  hereof  and  has  not  the  necessary 
stamps  affixed  thereto  as  required  by  the  section  eleven  hereof  shall 
be  enforceable  in  any  court  of  the  United  States  by,  or  on  behalf  of, 
any  party  to  such  contract  or  his  privies. 

Sec.  13.  That  the  Secretary  of  the  Treasury  is  authorized  to  make 
and  promulgate  such  rules  and  regulations  as  he  may  deem  necessary 
to  collect  the  tax  imposed  by  this  Act  and  otherwise  to  enforce  its 
provisions.  Further  to  effect  this  purpose,  he  shall  require  all  persons 
coming  within  its  provisions  to  keep  such  rscords  ana  statements  of 
account,  and  may  require  such  persons  to  make  such  returns  verified 
under  oath  otherwise,  as  will  fully  and  correctly  disclose  all  transac- 
tions mentioned  in  section  three  of  this  act,  including  the  making, 
execution,  settlement,  and  fulfillment  thereof;  he  may  require  cSl 
persons  who  act  in  the  capacity  of  a  clearing  house,  clearing  associa- 
tion, or  similar  institution  for  the  purpose  of  clearing,  settling,  or 
adjusting  transactions  mentioned  in  section  three  of  this  Act  to  keep 
such  records  and  to  make  such  returns  as  will  fully  and  correctly  dis- 
close all  facts  in  their  possession  relating  to  such  transactions;  and 
he  may  appoint  agents  to  conduct  the  inspection  necessary  to  collect 
said  tax  and  otherwise  to  enforce  this  act  and  all  rules  and  regulations 
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made  by  him  in  pursuance  hereof,  and  may  fix  the  compensation  of 
such  agents.  The  provisions  of  the  internal-revenue  laws  of  the 
United  States,  30  far  as  apphcahle,  including  sections  thirty-one 
hundred  and  seventy-three,  thirty-one  hundred  and  seventy-four,  and 
thirty-one  hundred  and  seventy-five  of  the  Revised  Statutes,  as 
amended,  are  hereby  extended  and  made  to  apply  to  this  Act. 

Sec.  H.  That  any  person  liable  to  the  payment  of  any  tax  im- 
posed by  this  act  who  fails  to  pay,  or  evaaes  or  attempts  to  evade 
the  payment  of  such  tax,  and  any  person  who  otherwise  violates  any 

Provision  of  this  Act,  or  any  rule  or  regulation  made  in  pursuance 
ereof,  shall  be  deemed  guilty  of  a  misdemeanor,  and,  upon  convic- 
tion thereof,  shall  be  fined  not  less  than  $100  nor  more  than  $20,000 
in  the  discretion  of  the  court;  and,  in  case  of  natural  persons,  may, 
in  addition,  be  punished  by  imprisonment  for  not  less  than  sixty 
days  nor  more  than  three  years,  m  the  discretion  of  the  court. 

Sec.  15.  That  in  addition  to  the  foregoing  punishment  there  is 
hereby  imposed,  on  account  of  each  violation  of  this  Act,  a  penalty 
of  $2,000,  to  be  recovered  in  an  action  founded  on  this  Act  in  the 
name  of  the  United  States  as  plaintiff,  and  when  so  recovered  one- 
half  of  said  amount  shall  be  paid  over  to  the  person  giving  the  in- 
formation upon  which  such  recovery  was  based.  It  shall  be  the  duty 
of  the  United  States  attorneys,  to  whom  satisfactory  evidence  of  vio- 
lation of  this  Act  is  furnished,  to  institute  and  prosecute  actions  for 
the  recovery  of  the  penalties  prescribed  by  this  section. 

Sec.  16.  That  no  person  whose  evidence  is  deemed  material  by 
the  officer  prosecuting  on  behalf  of  the  United  States  in  any  case 
bi-ought  under  any  provision  of  this  Act  shall  withhold  his  testimony 
because  of  complicity  by  him  in  any  violation  of  this  Act  or  of  any 
regulation  made  pursuant  to  this  Act,  but  any  such  person  called  by 
such  officer  who  testifies  in  such  case  shall  be  exempt  from  prosecu- 
tion for  any  offense  to  which  his  testimony  relates. 

Sec.  17.  That  the  payment  of  any  tax  levied  by  this  act  shall  not 
exempt  any  person  from  any  penalty  or  punishment  now  or  here- 
after provided  by  the  laws  of  any  State  for  entering  into  contracts 
of  sale  of  cotton  for  future  delivery,  nor  shall  the  payment  of  any 
tax  imposed  by  this  Act  be  held  to  prohibit  any  State  or  municipality 
from  imposing  a  tax  on  the  same  transaction. 

Sec.  18.  That  there  is  hereby  appropriated,  out  of  any  moneys  in 
the  Treasury  not  otherwise  appropriated,  for  the  fiscal  year  ending 
June  thirtieth,  nineteen  hundred  and  sixteen,  the  unexpended  balance 
of  the  sum  appropriated  by  the  Act  of  March  fourth,  nineteen  hundred 
and  fifteen  (Thirty-eighth  Statutes  at  Large,  page  one  thousand  and 
seventeen),  for  ''collecting  the  cotton  futures  tax,"  or  so  much  thereof 
as  may  be  necessary,  to  enable  the  Secretary  of  the  Treasury  to  carry 
out  the  provisions  of  this  Act  and  any  duties  remaining  to  be  per- 
formed by  him  under  the  United  States  cotton  futures  Act  of  August 
eighteenth,  nineteen  hundred  and  fourteen  (Thirt3'^-eighth  Statutes 
at  Large,  page  six  hundred  and  ninety-three.) 

Sec.  19.  That  there  are  hereby  appropriated  out  of  any  moneys 
in  the  Treasury  not  otherwise  appropriated,  available  until  expended, 
the  unexpended  balance  of  the  sum  of  $150,000  appropriated  by  sec- 
tion twenty  of  the  said  Act  of  August  eighteenth,  nineteen  hundred 
and  fourteen,  and  for  the  fiscal  year  ending  June  thirtieth,  nineteen 
hundred  and  sixteen,  the  unexpended  balance  of  the  sum  of  $75,000 
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appropriated  for  the  ''Enforcement  of  the  United  States  cotton 
futures  Act"  by  the  Act  making  appropriations  for  the  Department 
of  Agriculture  for  the  fiscal  year  ending  June  thirtieth,  nineteen  hun- 
dred and  sixteen  (Thirty-eighth  Statutes  at  Large,  page  one  thousand 
and  eighty-six),  or  so  much  of  each  of  said  unexpended  balances  as 
may  be  necessary,  to  be  used  by  the  Secretary  of  Agriculture  for  the 
same  purposes,  in  carrying  out  the  provisions  of  this  Act,  as  those 
for  which  said  sums,  respectively,  were  originally  appropriated,  and 
to  enable  the  Secretary  of  Agriculture  to  carry  out  any  duties  remain- 
ing to  be  performed  by  him  imder  the  said  Act  of  August  eighteenth, 
nineteen  hundred  and  fourteen.  The  Secretary  of  Agriculture  is 
hereby  directed  to  publish  from  time  to  time  the  results  of  investiga- 
tions made  in  pursuance  of  this  Act.  All  sums  collected  bv  the  Sec- 
retary of  Agriculture  as  costs  under  section  five,  or  for  furnishing 
practical  forms  under  section  nine  of  this  Act,  shall  be  deposited  ana 
covered  into  the  Treasury  as  miscellaneous  receipts. 

Sec.  20.  That  sections  nine,  eighteen,  and  nineteen  of  this  Act  and 
all  provisions  of  this  Act  authorizing  rules  and  regulations  to  be  pre- 
scribed shall  be  effective  immediately.  All  other  sections  of  this  Act 
shall  become  and  be  effective  on  and  after  the  first  day  of  the  calen- 
dar month  next  succeeding  the  date  of  the  passage  of  this  act:  Pro- 
vided, That  nothing  in  this  A  ct  be  construed  to  apply  to  any  contract 
of  sale  of  any  cotton  for  future  delivery  mentioned  in  section  three 
of  this  Act  which  shall  have  been  made  prior  to  the  first  day  of  the 
calendar  month  next  succeeding  the'^date  of  the  passage  of  this  Act. 

Sec.  21.  That  the  act  entitled  "An  Act  to  tax  the  privilege  pf  deal- 
ing on  exchanges,  boards  of  trade,  and  similar  places  in  contracts  of 
sale  of  cotton  Tor  future  delivery,  and  for  other  purposes,"  approved 
August  eighteenth,  nineteen  hundred  and  fourteen  (Thirty-eighth 
Statutes  at  Large,  page  six  hundred  and  ninety-three) ,  is  hereby  re- 
pealed, effective  on  and  after  the  first  day  01  the  calendar  month 
next  succeeding  the  date  of  the  passage  of  this  Act  y  Provided,  That 
nothing  in  this  Act  shall  be  construed  to  affect  any  right  or  privilege 
accrued,  any  penalty  or  liability  incurred,  or  any  proceeding  com- 
menced under  said  Act  of  August  eighteenth,  nineteen  hundred  and 
fourteen,  or  to  diminish  any  authority  conferred  by  said  Act  on  any 
official  of  the  United  States  necessary  to  enable  him  to  carry  out  any 
duties  remaining  to  be  performed  by  him  under  the  said  Act,  or  to 
impair  the  effect  of  the  findings  of  the  Secretary  of  Agriculture  upon 
any  dispute  referred  to  him  under  said  Act,  or  to  affect  any  right  in 
respect  to,  or  arising  out  of,  any  contract  mentioned  in  section  three 
of  said  Act  made  on  or  subsequent  to  February  eighteenth,  nineteen 
hundred  and  fifteen,  and  prior  to  the  first  day  of  the  calendar  month 
next  succeeding  the  date  of  the  passage  of  this  Act;  but  so  far  as  con- 
cerns any  such  contract  said  Act  of  August  eighteenth,  nineteen  hun- 
dred and  fourteen,  shall  remain  in  force  wiui  the  same  effect  as  if 
this  Act  had  not  been  passed. 

Sec.  22.  That  if  any  clause,  sentence,  paragraph,  or  part  of  this 
Act  shall  for  any  reason  be  adjudged  by  any  court  of  competent  juris- 
diction to  be  invalid,  such  judgment  shall  not  affect,  impair,  or 
invalidate  the  remainder  thereof,  but  shall  be  confined  in  its  opera- 
tion to  the  clause,  sentence,  paragraph,  or  part  thereof  directly 
involved  in  the  controversy  in  which  such  judgment  shall  have  been 
rendered. 
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Appendix  6 
monthly  average  spreads  at  new  york  and  new  orleans 

Conclusions  stated  in  the  first  subsection  of  section  3  of  Chapter 
IX  are  based  upon  data  presented  and  described  in  this  appendix. 
The  Drincipal  purpose  of  this  appendix  is  a  comparison  of  New  York 
and  New  Orleans  with  regard  to  the  tendency  to  discounts  of  the 
farther  under  the  nearer  options  and  of  futures  under  spots. 

In  considering  the  question  of  what  is  a  true  parity  between  spoU> 
and  futures  reasons  have  been  given  why  more  emphasis  should  be 
laid  upon  interoption  spreads  than  upon  spot-future  spreads  in  at- 
tempting to  measure  tne  tendency  to  discounts  shown  by  cotton 
futures.'  Hence  the  data  relate  particularly  to  interoption  spreads,* 
but  data  for  spot-future  spreads  are  also  presented. 

Interoption  spreads;  eiglU-year  discounts ^  1914-15  to  1922-23. — 
Tables  of  average  interoption  spreads  for  the  eight-year  period  1915- 
16  to  1922-23  were  compiled,  which  show  how  very  general  the 
phenomenon  of  discounts  is  both  for  New  York  and  for  New  Orleans. 
These  comprise  practically  the  whole  period  since  the  cotton  futures 
act.  In  order  to  avoid  the  undue  effect  of  the  higher  prices  naturally 
associated  with  wider  spreads  upon  the  average  spreads  the  indi- 
vidual spreads  in  question  were  reduced  to  percentages  of  the  con- 
temporaneous average  spot  price  on  the  10  designated  markets 
before  combining  into  four-year  averages.* 

A  condensation  of  the  numerous  figures  of  the  tables  into  single 
figures  was  made  through  averaging  the  spreads  for  corresponding 
delivery  months  and  trading  months  for  eight  years,  there  being  in 
all  99  such  corresponding  eight-year  averages  on  each  market  for 
spreads  between  options  witmn  tne  same  crop  year  to  be  combined 
into  a  single  figiire,  and  of  55  corresponding  averages  for  spreads 
between  options;  involving  different  crop  years  to  be  similarly  com- 
bined. The  average  per  cent  discount  within  the  same  crop  year  for 
New  York  was  0.83  and  for  New  Orleans  0.59,  a  difference  of  0.24 
in  favor  of  New  Orleans.*  With  regard  to  comparisons  involving 
two  different  crop  years,  however,  it  appears  that  New  York  shows 
a  discount  of  5.03  per  cent  and  New  Orleans  one  of  5.25  per  cent,  a 
difference  in  favor  of  New  York. 

Two  ptrMs  distinguished. — The  eight-year  period  1 9 1 5- 1 6  to  1 922-23 
is  divided  into  two  periods:  First,  the  four-year  period  1917-18  to 
1920-21,  especially  influenced  by  war-time  conditions,  and  the 
remaining  four  years,  1915-16  to  1916-17  and  1921-22  to  1922-23, 
which  appear  to  be  of  a  more  nearly  normal  character,  and  which  are, 
in  fact,  markedly  different  with  respect  to  discounts.  The  following 
table  shows  the  instances  of  premiums  and  of  discounts  in  inter- 

*  See  pages  209  and  216. 

<  The  spread  is  computed  by  subtracting  the  price  for  the  earlier  from  that  for  the  later  maturing  option. 
Monthly  average  prices  are  computed  from  daUy  closing  quotations. 

*  Per  cent  relatives  are  used  in  the  analysis  contained  in  this  appendix  in  pre  ference  to  logarithmic  meth- 
ods because  the  results  are  more  easily  comprehended  by  the  public  and  because,  for  the  comparisons  made, 
the  inaccuracies  involved  in  the  per  cent  method  make  no  practical  difference. 

*  The  averages  are,  of  course,  algebraic  averages,  and  prexmuou  have  the  eilect,  in  proportion  to  their 
Dumber  and  size,  of  canceling  discounta. 


option  spreads  for  this  eight-year  period,  and  for  each  of  these  two 
subperiods : 

Table  5-a. — Instances '  of  premiums  and  discounts  *  in  interoption  spreads,  1915- 

16  to  1922-2S 


Spreads  between— 

Class  of  options 

October 

and  later 

options 

Decem- 
ber and 

later 
options 

January 

and  later 

options 

March 

and  later 

options 

May  and 

later 
options 

July  and 

later 
options 

Total 

97 
»127 

oS 

Si 
O 

94 
U30 

M 

'6 

1 

78 
13S 

3 
13 

14 
82 

1 

7 

64 
56 

2 
6 

a 
1 
O 

1 

96 
«120 

4 
12 

25 
•71 

1 
7 

71 
49 

3 
5 

M 

1 

O 

44 

»76 

13 

51 

7 
»45 

6 
22 

37 
31 

7 
29 

l-a 

M 

c 
OS 

0 

21 
43 

28 
100 

5 
23 

13 

47 

15 
»53 

M 
0 

2 

OS 

13 

0 

55 

M 

312 
480 

95 
345 

60 

288 

43 
161 

252 
192 

52 
184 

1 

« 

Eight  years: 

Options  of  same  crop— 
Plus           

72 
96 

5 
27 

13 
63 

1 
15 

59 
33 

4 
12 

73 
»95 

7 
25 

21 
155 

4 
12 

52 
40 

3 
13 

46 
74 

14 

21 
«43 

28 

330 

Minus       .  ........ 

4<i2 

Of  different  crops- 
Plus 

46 
154 

50 
»150 

103 

Minus 

50  UOO 

337 

Four  years,  1917-18  to  1920- 
21: 
Options  of  same  croi>— 
Plus 

18 

»78 

15 
81 

13 
39 

6 
22 

33 

35 

8 
28 

8 
20 

14 
46 

13 

«23 

14 
54 

79 

Minus    ......... 

269 

Of  different  crops- 
Plus  

21 
71 

24 

68 

48 

Minus                  , .  . 

15(t 

Four  years,  1915-16, 1916-17, 
1921-22,  and  1922-23: 
Options  of  same  crop- 
Plus 

79 
49 

79 
M9 

251 

Minus 

193 

Of  different  crops- 
Plus 

25 
83 

26 
>82 

55 

Minus ....... . 

181 

»  The  variety  and  number  of  comparisons  of  active  options  and  the  number  of  months  of  trading  included 
in  this  table  are  indicated  by  the  greater  detail  of  Tables  5-b  and  5-c  following.  Each  instance  represents 
the  spread  between  the  option  specified  and  a  later  maturing  option  in  a  month  in  which  both  were  traded 
in.    Spreads  for  one  market  for  months  for  which  simultaneous  spreads  are  not  available  for  the  other  are 

»  When  the  farther  is  above  the  nearer  option  the  spread  is  regarded  as  a  premium  and  indicated  by  a 
plus  sign,  and  vice  versa,  when  the  farther  is  below  the  nearer  option  the  spread  is  regarded  as  a  discount 
and  indicated  by  a  minus  sign. 

*  Includes  one  tero  spread.  • 

*  Includes  two  zero  spreads. 

The  four  years  especially  affected  by  war-time  conditions  show  a 
much  larger  number  of  discounts  in  both  the  New  Orleans  and  New 
York  markets  than  in  the  more  nearly  normal  years.  Taking,  for 
example,  options  in  the  same  crop  year,  the  numbers  were  269  and 
288,  respectively,  for  the  war-time  conditions,  and  193  and  192  for 
the  more  normal  period  for  New  Orleans  and  New  York,  respectively. 
For  this  reason  the  next  tables  compare  data  for  the  more  normal 

years  only. 

Interoption  spreads  in  four  more  nearly  normal  years. — Tables  5b 
and  5c  show  lour-year  average  spreads  between  options  for  New 
York  and  New  Orleans,  respectively,  for  the  years  1915-16,  1916-17, 
1921-22,  and  1922-23.  As  before,  the  monthly  average  spread  is 
reduced  to  a  percentage  of  the  spot  price  before  combmation  with 
spreads  for  corresponding  years. 
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Table  5b .^ — Four-year  averages  of  the  monthly  average  interoption  spreads  specified, 
expressed  as  a  percentage  of  the  spot  price  in  the  month  of  trading,  on  the  New 
York  Cotton  Exchange,  1915-16,  1916-17,  1921-22,  and  1922-23 


Spreads  between—  > 

In  the  trading 
month  of— 

October  option  and  later 

December  option  and  later 

Decem- 
ber 

Janu- 
ary 

March 

May 

July 

Octo- 
ber 

Janu- 
ary 

March 

May 

July 

August 

+1.82 
+1.76 
+1.31 

+2  11 
+  1.92 
+1.06 

+3.38 
+2.74 
+1.61 

+4.29 
+3.23 
+1.54 

+4.85 
+3.02 

+.86 

"-5.70 
-4.60 

+a29 
+.16 
-.29 
+.06 
+.03 

+1.56 
+.98 
+.25 
+.68 

+  1.05 

+2.47 

+  1.47 

+.15 

+.77 

+  1.41 

+3.02 

+1.26 

-.64 

-.OZ 

+.80 

September 

October 

November 

December 

January 

-.02 

+.08 
-.27 
+.01 
-.05 
-.27 
-.20 

February 

-.04 
-.44 

-.19 
-.33 
-.10 
-.57 

-.10 
-.18 
-.20 
-.29 
-.23 
-.36 

March 

April 

+.08 
+.05 
-.23 
—.15 

"+."08* 
+.10 
+.05 
+.06 

May 

June 

-.19 
-.08 

+.08 
+.13 

July.. 

1 

Spreads  between— » 

In  the  trading 
month  of— 

January  option  and  later 

March  option  and  later 

Octo- 
ber 

Decem- 
ber 

March 

+1.28 
+.82 
+.54 
+.62 

+1.08 
+.72 

May 

July 

Octo- 
ber 

Decem- 
ber 

Janu- 
ary 

May 

July 

August 

+2.18 
+  1.31 
+.44 
+.70 
+1.40 
+1.10 

+2.70 
+1.10 
-.28 
-.08 
+.83 
+.47 

+a9l 

+.48 
-.11 
+.08 
+.32 
+.44 
+.41 
-.08 

+1.45 
+.28 
-.79 
-.71 
-.25 

September 

October 

Novemlier 

-6.76 
-I6t 
-4.16 

-108' 

-6.40 
-6.70 
-4.71 
-8.87 
-6.78 

December 

January 

-4.98 
-S.79 
-6.03 

"-'3' 86' 
-6.17 

February 

— .  19 

March 

—.41 

April 

May 

+.28 
+.38 
+.28 
+.43 

—  1.46 

June 

July 

+.32 
+.49 



"+.'64" 
+.07 

Spreads  between—  > 

In  the  trading 
month  of— 

May  option  and  later 

July  option  and  later 

9 

Octo- 
ber 

Decem- 
ber 

Janu- 
ary 

Mardi 

July 

Octo- 
ber 

Decem- 
ber 

Janu- 
ary 

March 

May 

August. 

+a58 

-.20 

-.89 

-.79 

-.57 

-.83 

-.82 

-1.42 

-1.43 

-101 

September 

October 

November 

-6.46 
-8.M 
-5.16 
-4.88 
-5.56 
-5.01 

-iss 

-5.70 

-'a 

-3.46 
-4.16 
-8.69 
-8.46 
-8.54 
-8.86 

........ 

.... 

December 

January 

-S.08 
-JL80 

-5.84 
-6.00 
-4- SI 

-149 
-3.38 

-148 
-3.57 
-8.50 
-8.81 
-3.65 

February.- 

-Its 

-6.00 

-s.io 

-4.69 

-4.16 

-4. 59 
-3.77 
-8.79 
-3.04 
-8.98 

March 

April 

-S.47 
-8.40 
-8.77 
-3.68 

May 

June 

"-i'78 
-5.48 

July 

'When  the  farther  is  above  the  nearer  option  the  spread  is  regarded  as  a  premium  and  indicated  by 
a  plus  SJgn.  and,  vice  versa,  wh«n  the  farther  is  below  the  nearer  option  the  spread  is  regarded  as  a  dis- 
count and  mdicated  by  a  minus  sign. 

Note.— Italic  figures  relate  to  spreads  for  delivery  months  in  difTerent  crop  yean.  The  difference 
between  the  spreads  of  any  two  options  from  an  earlier  option  would  be  coiLstant  for  the  same  trading 
month  (disregardmg  the  discrepancies  of  limiting  the  number  of  decimal  places  in  calculation,  etc  ),  but 
for  the  fact  that  in  making  monthly  averages  for  particular  comparisons  a  different  number  of  days  is  often 
available  in  one  case  from  that  in  another,  especially  in  the  case  of  delivjery  mouths. 
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Tlie  spreads  between  options  pertaining  to  the  same  crop  year  at 
New  York  with  the  trachng  month  also  in  that  crop  year  aje  in 
general  positive.  The  four-year  average  spreads  whose  terms  relate 
to  difTerent  crop  years  are  of  a  different  character,  not  being  affected 
by  the  carrying  charge,  and  are  all  negative. 

Between  these  two  groups  of  spreads  there  is  another  group  more 
closely  allied  to  the  first— a  group  for  which  the  two  options  are  in 
the  same  crop  year  but  for  which  the  month  of  trading  falls  m  the 
crop  year  preceding. 

Table  5c.— Four-year  averages  of  the  monthly  average  interoption  spreads  specified, 
expressed  as  a  percentage  of  the  spot  price  in  the  month  of  trading,  on  the  New 
Orleans  Cotton  Exchange,  1916-16,  1916-17,  1921-22,  and  1922-23 


In  the  trading 
month  of — 


August 

September. 
October — 
November. 
December.. 
January — 
February. . 

March 

AprU 

May 

June 

July 


Spreads  between 


October  option  and  later 


December  option  and  later 


Decem- 
ber 


+1.68 
+1.82 
+1.12 


+ 


03 
19 
20 
+.06 
-.16 
-.22 
+.01 


Jan- 
uary 


March 


+2.30 
+2.19 
+1.54 


+  » 


48 
28 
+.03 
-.13 
-.30 
+.13 


+3.56 
+3.03 
+2.11 


May 


+4.48 
+3.55 
+2.06 


+.37 
+.08 
-.12 
+.38 


July 


+»4.98 
+2.01 
+1.69 


Octo- 
ber 


-4.59 
-4.1s 


Jan- 
nary 


+0.62 
+.38 
+.42 
+.72 
+.33 


-.14 

+.44 


+  ».ll 
-.08 
-.03 
+.03 
+.03 
+.12 


March 


May 


+1.88 
+1.21 
+.98 
+1.60 
+L61 


+.28 
+.23 
+.10 

+.»5 


+180 
+1.73 
+.91 
+1.78 
+112 


July 


+  «3.85 

+.21 

+.48 

+1.30 

+L85 


+.08 

+.44 


In  the  trading 
month  of— 


Spreads  between 


January  option  and  later 


August 

September. 

October 

November. 
December.. 
January — 
February. . 

March 

April 

May 

June 

July 


Octo- 
ber 


-5.38 

-4.4^ 
-178 


-I 


^™-  March 


-6.88 


+1.26 
+.84 
+.56 
+.88 

+1.28 
-.51 


May 


+.30 
+.20 
+.09 
+.24 


+118 
+1.35 

+.49 
+1.06 
+1.79 

+.17 


July 


+.05 
+.32 


+»195 
-.23 
+.06 

+ 
+1 

+ 


March  option  and  later 


Octo- 
tnr 


Decem- 
ber 


58 
53 
05 


-6.84 
-5.70 
-4.17 
-3.66 
-5.07 


Jan- 
uary 


-3.87 
-3.36 
-6.38 


-»«.  66 
-6.31 


May 


-H).92 
+.52 
-.06 
+.18 
+.52 
+.68 
+.42 
-.09 


July 


+  » 1. 75 
-1.07 
-.50 
-.31 
+.36 
+.81 
+.31 
-.50 


-.04 

+.08 


» When  the  farther  is  above  the  nearer  option,  the  spread  is  regarded  as  a  premium  and  indicated  by  a 
pluTsilS,  and  vioe  versa,  when  the  farther  is  below  the  nearer  option,  the  spread  is  regarded  as  a  discount 
and  indicated  by  a  minus  sign. 

» Cne  year. 

•Three  years. 

KoTS  —Italic  figures  relate  to  spreads  for  delivery  months  In  differant  crop  yeare.  The  difference  be- 
tween the  srJea(S  of  any  two  options  from  an  earlier  option  would  be  constant  for  the  same  trading  month 
JSarding  thTd^crepancies  of  limiting  the  number  of  decimal  places  in  calculation,  etc.)  but  for  the 
acTtStii  making  monthly  averages  for  particular  comparisons  a  dfferent  number  of  days  «  often  avaU- 
abte  in  one  case  from  that  in  another,  especially  in  the  case  of  deUvery  months. 
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Table  5c.— Four-year  averages  of  the  monthly  average  interoption  spreads  specified, 
expressed  as  a  percentage  of  the  spot  price  in  the  month  of  troding,  on  the  New 
Orleans  Cotton  Exchange,  1915-16,  1016-17,  1921-22,  and  1922-23— Contd 


In  the  trading 
month  o(— 


Spreads  between 


May  option  and  later 


Octo- 
ber 


August 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 


Decern-    Jan- 
ber        uary 


-8. 46 
-6.  XI 
-184 
-S.&7 
-4.91 
-4.08 
-S.69 


-4.64 
-3.78 
-6.11 
-5.97 
-5.75 


-«5. 18 
-6.10 
-4.00 
-S.66 


March 


July 


July  option  and  later 


Octo- 
ber 


-5./0 
-5.57 


+>0. 70 
-1.60 
-.44 
-.48 
-.26 
-.07 
-.11 
-.37 
-.10 
-.47 


-4.85 
-6.96 
-4.78 
-3.86 
-4.56 
-3.93 
-3.40 
-3.71 
-3.78 


Decem- 
ber 


Jan- 
uary 


-4.66 
-3.67 
-4.74 
-3.87 
-3.67 
-3.94 
-S.74 


-*3.4i 
-4.76 
-3.90 
-3.64 
-3.9$ 
-3.68 


March 


May 


-3.34 
-3.34 
-3.83 
-3.46 


-3.46 
-3,41 


»>il,?lll®°  '^^i ^^-^^^  ^^  *^Z®  ^  °?*^*J  option,  the  spread  is  regarded  as  a  premium  and  indicated  bv a 

*  One  year. 

*  Three  years. 

♦  Jl°Jfh7Jl*^^°/^^  ^®'^*®  '°  spreads  for  delivery  months  In  different  crop  years.  The  difference  be- 
M w  ^^%^^'^*l^Ji^  ^y  ^^?  °P^^°°^  '''°°^  a°  earlier  option  would  be  constant  for  the  same  traSne^SnS 
(dferegardin^  the  discrepancies  of  limiting  the  number  of  decimal  places  in  SXtion,^)  but  for  thi  SS 
K  ^^^i^^'""^  ?K°°.*^^y  averages  for  particular  comparisons  a  different  numbeTof  di^Tis  often  ivSjabto 
In  one  case  from  that  in  another,  especially  in  the  case  of  delivery  months.  avauabto 

The  foregoing  New  Orleans  interoption  spreads  show  the  same 
general  characteristics  as  the  New  York  figures. 
XT  "^^  ^1^^  whether  there  is  any  diffeence  between  New  York  and 
JNew  Orleans  as  regards  the  strength  of  the  tendency  to  discounts 
comparable  combmed  averages  which  will  serve  as  single-figure  indexes 
of  the  difference  between  the  two  markets  in  this  respect  have  been 
computed  similar  to  those  shown  for  the  eight-year  period  (see  page 
254)  throwing  out  all  the  figures  in  tables  5b  and  5c  where  less  than 
the  full  four  years'  monthly  average  spreads  are  available  for  either 
market,  so  that  the  number  of  items  entering  into  each  correspondmg 
average  for  the  two  markets  is  identical.  The  results  of  this  coi^ 
putation— the  combined  average  interoption  spreads  (percentages  of 
price)  for  New  York  and  for  New  Orleans  for  the  four  comparativelv 
normal  years — are  as  follows: 


Number  of  items  (monthly  average  spreads)  entering  into  the 

general  average 

Combined  average  for  New  York  (per  cent)  "111^11111*11^11 

Combined  average  for  New  Orleans  (per  cent)'." 

New  Orleans  above  New  York  by ' " 


Same-crop-year  options 


Trading 

months 

in  same 

crop 

year 

with 

delivery 

months 


296 
+a65 
+a91 

a26 


Trading 
month 
prior 
to  crop 
year  of 
delivery 
months 


148 
-a  06 

-fO.08 
0.13 


Both 

groups  of 

trading 

months 


444 

+a42 

-fa  63 

a  21 


Options 

mator- 

ingin 

different 

crop 

years 


236 
-4.38 
-4.31 

ao7 
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The  comparison  made  in  this  tabular  statement  shows  for  the  same 
crop  year  higher  average  premiums  for  New  Orleans  than  for  New 
York.  The  difference  in  favor  of  New  Orleans  (0.21  per  cent  of  the 
price)  is  slightly  less  when  the  four  war-time  years  are  excluded  than 
when  they  are  included  as  in  the  figures  on  page  254  (0.24). 

The  difference  between  the  two  markets  as  regards  interoption 
spreads  is  small;  that  for  the  same  crop  year  is  0.21  per  cent  of  the 
price,  which  with  cotton  at  25  cents  amounts  to  over  5  points;  and 
with  cotton  at  30  cents,  to  6  points.  But,  statistically  speaking, 
the  significance  of  the  difference  is  a  matter  of  the  persistency  with 
which  it  is  shown  as  well  as  of  its  size. 

Variations  in  spreads  of  futures  from  spots. — Data  on  the  spot- 
future  discounts  (the  spread,  being  regarded  as  a  discount  when  the 
future  is  below  the  spot)  at  New  York  and  New  Orleans  are  given 
below.  For  this  purpose  comparisons  of  futures  in  both  markets  with 
averages  of  spots  for  the  10  designated  spot  markets  are  made.  It 
should  be  noted  that  the  comparative  number  and  degree  of  the  dis- 
counts for  New  Orleans  as  directly  computed  is  not  evidence  of  a 
stronger  tendency  to  discounts  there  than  at  New  York,  since  the 
comparison  of  each  is  with  a  southern  spot  price  and  some  allowance 
for  the  freight  difference  between  the  two  markets  and  the  average 
of  the  spot  markets  should  be  subtracted  from  the  New  York  spreads 
in  order  to  put  them  on  the  same  basis  with  New  Orleans.  It  is  the 
more  necessary  to  mention  this  fact  because  the  freight  difference  in 
question  does  not  affect  the  interoption  spreads  just  previously 
considered. 

Table  5d. — Average  spreads  between  spot  price  in  each  month  and  specified  future 
in  same  month,  in  percentage  of  spot  price,  at  New  York  and  at  New  Orleans,  for 
four  years,  1915-16,  1916-17,  1921-22,  and  1922-2S,  combined  » 


• 

Spot  spread 

Month  of  trading 

October 

Decem- 
ber 

January 

March 

May 

July 

A.  New  York: 

+4.53 
+1.97 
+1.33 
-4.  St 
-4.15 
-3.61 
-3.95 
-4.S8 
-3.07 
-t.Ol 
-8.84 
-3. 43 

+2.59 

+.18 

-.68 

-^9.36 

-6.81 

-6.73 

-6.48 

-7.06 

-6.66 

-4.t9 

-4.91 

-6.98 

+6.35 
+3.73 
+2.38 
+L34 
+.49 
-3.49 
-3.87 

-5.05 
-8.06 
-3.11 
-3.63 

-H.27 
+1.99 
+.03 
-1.28 
-2.11 
-*4.89 
-6.06 
-7.86 
-6.69 

-4.U 
-6.13 
-6.98 

+6.63 
+3.89 
+2.08 
+1.40 
+.47 
+.58 
-3.67 
-4.88 
-3.86 
-t.S4 
-3.36 
-4.00 

+4.88 

+2.37 

+.46 

-.56 

-1.79 

-2.06 

-*4.6S 

-7.88 

-6.68 

-4.41 
-5.11 
-6.86 

+7.91 
+4.71 
+2.62 
+2.03 
+1.55 
+1.10 
-.08 
+1.23 
-t.98 
-1.96 
-3.07 
-3.68 

+6.15 

+3.21 

+1.01 

+.00 

-.41 

-1.60 

-2.84 

-2.14 

-*  11.36 

-4.81 

-6.08 

-6.63 

+8.82 
+5.19 
+2.54 
+2.16 
+L87 
+1.54 
+.33 
+1.19 
+1.95 
+2.50 
-5.05 
-3.51 

+7.07 

+3.58 

+.95 

+.5* 

+.01 

-.95 

-2  46 

-2.12 

-1.63 

-.44 

-» 7. 81 

-6.64 

+ao9 

fiADiAiiibdr          ........•......••-----• 

-H.99 

October                        .._— - .--— 

+L83 

Nnvpmhfir -..•...-•.•••—• 

+1.32 

T^Ar^mtMr                         ._-....•...••• 

+L30 

lAmiArv                                 ....... 

+.91 

FAbniATV   — - - 

-.49 

I^atgIi                     .-..•.•-«««-----• 

-.23 

April   

+.52 

May 

June          ..    ...... IT _.-.--- 

+.45 
-.5J 

July                          

-.80 

B.  New  Orleans: 

Aii0iict                                                                   ... 

SfiDtAinber                 .--  ..•.•••.•••.••• 

+ie6 

October           ....•••.••..-•-••••—•-— 

+.51 

November       .-    ...............-•-••• 

+.oa 

December — 

Januarv         ...,-- — ... 

-.25 

-.99 

February..--— --.—---— -1— -—--•-- 

-2.53 

March         .——..——..——.•-—---• 

-2.50 

'    Aivil                    - - .-— 

—1.72 

May       

-.89 

June              -  ...-.-....-.....---••-•- 

-L19 

July 

—2.58 

» Italic  figures  indicate  that  the  option  matures  in  a  different  crop  year  from  that  to  which  the  spot  relates. 
When  the  future  is  above  spots,  the  spread  is  regarded  as  a  premium  and  is  indicated  by  a  plus  sign,  and  vice 
versa,  when  the  spots  an  sbove  ttM  fatura,  tba  sffnui  is  ragardad  as  a  discount  and  indicated  by  a  minns 
sign. 

>  Three-year  average. 

I  Two-year  average. 
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The  New  Orleans  spreads  are  uniformly  below  those  of  New  York; 
that  IS,  a  positive  spread  at  New  Orleans  is  smaller  than  a  positive 
spread  at  New  York  and  a  negative  spread  at  New  Orleans  larger  than 
a  negative  spread  at  New  York. 

The  New  York  future  is  uniformly  below  the  10  spot  markets  when 
the  future  relates  to  the  next  crop  beyond  that  of  the  spot  with  which 
It  IS  compared.  It  is  nearly  always,  though  not  quite  uniformly 
above  the  spot  price  of  the  10  markets  when  the  two  relate  to  the 
same  crop  year.  The  premiums  for  the  same  crop  spreads  at  New 
York  are  largest  early  in  the  crop  year  but  widen  out  somewhat  in  the 
delivery  months  of  March  and  May. 

The  New  Orleans  future  prices  are  at  an  enough  lower  general  level 
than  New  York  future  prices  to  show  many  negative  spreads,  even 
where  spot  and  future  relate  to  the  same  crop  year.  The  premiums  in 
this  market  hold  for  two  months  for  all  options  at  the  beginning  of 
the  crop  year,  for  a  third  month  for  December  and  January  options  for 
four  months  for  March  and  July  options,  and  for  live  months'  for 
^ay.  Discounts  are  often  comparatively  laree  in  delivery  months 
though  m  the  case  of  March  and  May  options  less  than  in  the  month 
just  before  delivery. 

In  Table  5e  are  shown  the  differences  (taken  algebraically)  between 
the  New  York  and  New  Orleans  spreads  of  Table  5d.  In  these  four- 
year  averages  New  York  is  always  the  higher  market. 

Table  be.— Difference  between  four-year  average  per  cent  spot-future  spreads  of 
New  York  and  New  Orleans,  1915-16,  1916-17,  1921-22,  and  1922-23  ^ 


Mouth  of  trading 

October 

Decem- 
ber 

January 

March 

May 

July 

August 

September I. "I" 

October 

November 

1-^ 
1.79 
2.01 

2.08 
1.74 
2.36 
2.62 
2.60 

1.75 
1.52 
1.62 
1.96 
2.26 
2.63 

1.76 
1.50 
1.61 
2.03 
2.06 
2.70 
2.76 
3.37 

1.75 
1.61 
1.59 
1.61 
1.86 
2.49 
2.79 
3.31 
3.58 
3.03 

1.39 
1.32 

December 

9.09 
t.lt 
2.64 

g.er 

g.68 

g.gs 

g.07 
g.66 

1.30 

January 

1.65 

February 

g.l8 
g.81 
g.Si 
g.S8 
g.Og 
g.S6 

1.90 
2.CM 

March 

g.iO 
g.S7 

t.crt 

1.76 
1.86 

AprU 

2.27 

May 

g'ii' 

1.95 
2.06 

2.24 

June 

1.34 

88 

juiy . ....__. 

g.OS 

1.98 

» As  presented  in  Table  5d,  New  York  is  In  all  cases  above  New  Orleans. 

The  differences  between  the  two  markets  are  slightly  larger  where 
the  spreads  involve  different  crop  years  than  where  they  relate  to  the 
same  crop  year,  but  the  greatest  differences,  amounting  to  over  3  per 
cent  of  spot  prices,  occur  in  the  March  option  in  the  delivery  month 
and  in  the  May  option  for  March,  April,  and  May.  For  spreads 
relating  to  the  same  crop  the  difference  between  the  two  markets  is 
at  a  minmium  m  September,  except  for  May  and  July  options,  the 
minimum  differences  in  these  cases  occurring  in  October  and  June 
respectively.  The  maximum  difference  is  in  the  delivery  month  for 
October,  January,  r  nd  March,  in  the  month  next  prior  to  delivery  for 
December  and  May,  and  in  March  for  the  July  option. 

Spreads  between  New  York  and  New  Orleans  futures.~The  figures 
used  in  Table  5f,  following,  show.ng  the  average  monthly  differences 
between  the  future  prices  in  New  York  and  New  Orleans  for  the  four 
years  specified,  are  derived  from  the  spreads  from  the  10  spot  markets 
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but  they  could  be  computed  directly  as  the  spread  between  the  two 
series  of  future  prices.     The  spread  is  in  points,  not  in  percentages. 


In  the  trading  month  of— 


1915-16 


.Vogust 

September . 

Octol)er 

November. 
December.. 
January.... 
February. . 

March 

April 

May 

June 

July 


Average  for  crop  year. 


1916-17 


August 

September. 

Octobor 

November. 
December. 
January... 
February.. 

March 

April 

May 

June 

July 


Average  for  crop  year. 


1921-22 


August 

September. 

October 

November. 
December. 
January... 
February.. 

March 

April 

May 

June 

July 


Average  for  crop  year. 


1922-23 


August 

September . 

October 

November. 
December. 
January.--. 
February.. 

March 

April 

May 

June 

July 


Average  for  crop  year. 


Options  for  delivery  in— 


October 


December 


0.21 
.12 
.13 


.09 
.10 

.21 

.go 

.18 
.17 
.90 


17 


.21 
.35 
.46 

.«4 
.54 
.57 
.49 

.41 
.62 
.6g 
.70 

.88 


,47 


.41 
.29 
.57 
.49 
.51 
.6g 
.67 
.78 
.66 
.48 
.4S 
.47 


53 


40 
,52 
,33 

.44 
.60 
.S5 
.4t 
.49 
.5S 
.66 
.61 
.71 


50 


January 


March 


0.23 
.13 
.12 
.14 
.15 
.// 
.18 
.24 
.24 
.gl 

.go 

.gg 


18 


.20 
.31 

.54 
.44 
.35 
.5/ 
.41 

.ii 

.60 

.61 
.77 


,46 


.48 
.30 
.48 
.77 
1.02 


.70 
.74 
.70 
.58 

.64 
.6g 


.62 


,46 

.55 
.62 
.55 
.26 
.4S 
.58 
.57 
.46 
.65 
.46 
.61 


.47 


a22 

.13 
.10 
.11 
.15 
.23 

.14 
.21 
.21 
.18 
.18 
.17 


.17 


17 
,25 
.42 
.47 
.43 
.32 


.57 
.46 
.66 
.64 
.65 


,42 


.41 
.29 
.33 
.52 
.81 
1.04 


.71 
.67 
.65 
.66 
.-t5 


.57 


,38 

,47 
.40 
.41 
.23 
.21 
.38 
.52 
.52 
.55 
.53 
.52 


,34 


0.23 
.11 
.09 
.09 
.10 
.18 
.29 
.16 


May 


19 
16 

14 


16 


.13 
.20 
.33 
.36 
.44 
.43 
.31 
.59 
.40 
.57 
.63 
.70 


42 


.43 
.35 
.38 
.70 
.66 
.97 
1.20 
1.44 


.60 
.62 
.55 


.72 


45 
,53 
.48 
.41 
.36 
.33 
.04 
.21 

.41 
.59 

.41 

.42 


,37 


,26 
.19 
.09 
.06 
.08 
.13 
.23 
.18 
.16 
.17 


July 


.14 


16 


44 


.41 
.36 
.44 

.48 

.53 

.74 

.99 

1.24 

1.11 

1.23 

.78 

.64 


74 


45 
.51 
.47 
.40 
.41 
.49 
.33 
.57 
.70 
.68 
.22 
.41 


47 


a  13 
.02 
.CB 
.06 
.08 
.15 
.15 
.11 
.09 
.13 
.10 


.10 


13 

.07 

17 

.11 

27 

.20 

32 

.22 

42 

.30 

48 

.33 

44 

.43 

50 

.45 

85 

.77 

49 

.61 

66 

.73 

67 

1.34 

,46 


.4«i 
.43 

.45 
.47 
.61 
.65 
.71 
.64 
.37 
.02 
.00 


44 


.41 
.44 
.34 

.36 
.36 
.21 
.16 
.14 
.04 
.13 
.49 


.25 


»  New  York  was  below  New  Orleans  for  the  July  option  in  May  and  June,  r23. 
•  New  Orleans  above  New  York. 

After  allowing  for  the  shipping  difference  (chiefly  transportation 
expense)  between  New  Orleans  and  New  York,  which  should  put 
New  York  up.  New  York  is  generally  lower  than  New  Orleans. 

fit  lakes  about  85  points  to  cover  the  freight,  insurance,  and  cost  of  delivery  at  New  York  from  «>«thwn 
ivU  •'  incSdi^NVw  oTam  refers  to  1923.    Some  deduction  must  be  made  to  allow  for  expense! 

Knt  to  the  deUv^  on  New  Orleans  futures  of  cotton  already  in  the  market. 
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Appendix  Table  IX. — Monthly  average  spreads  between  the  10  designaied  spot* 
cotton  markets  and  the  May  option  at  New  York  and  New  Orleans  in  cents  pet 
pound,  1915-16  to  1922-25^ 

A.  NEW  YORK 


August 

September 
October... 
November 
December. 
January... 
February. 

March 

Aoril 

May 

June 

July 


1915-16 


+1.56 
+1.46 
+.96 
+.75 
+.69 
+.47 
+.21 
+.06 
-.07 
+.09 
+.62 
+.47 


1916-17 


+0.75 
+.89 
+.89 
+.72 
+.15 
+.07 
-.65 
-.13 
+.32 
+.23 
+.75 
-.28 


1917-18 


-0.99 
-.26 
-.74 

-1.08 
-.49 
-.55 
-.89 
-.78 

-2.28 

-3.86 


-5.35 


191&-10 


-0.71 

-.77 

-1.54 

-2.68 

-3.75 

-4.84 

-4.92 

-2.65 

+.01 

+.57 

-1.40 

+.35 


1919-20 


+0.23 

+.28 

-1.94 

-6.15 

-6.98 

-5.88 

-5.79 

-3.37 

-.70 

-.38 

-8.71 

-9.90 


1920-21 


-7.87 

-5.38 

-1.48 

-.53 

+.62 

+.84 

+.63 

+.70 

+.92 

+.96 

+3.02 

+2.32 


1921-22 


+1.94 

-.11 
-.89 
-.21 
+.02 
+.17 
+.57 
+.77 
+.99 
+1.37 
-.72 
-.87 


1922-23 


-an 

+.47 

.  +.45 

-.03 

+.24 

+.27 

+.12 

+.23 

+.38 

+.53 

-4.73 

-3.33 


B.  NEW  ORLEANS 


August ......... 

+1.30 
+1.27 
+.87 
+.67 
+.61 
+.34 
-.02 
-.12 
-.23 
-.08 

+0.62 
+.72 
+.62 
+.40 
-.27 
—.41 

-1.09 
-.63 
-.53 
-.26 
+.19 
-.95 

-1.73 
-.88 
-1.45 
-1.90 
-1.38 
-1.61 
-1.91 
-1.88 
-3.19 
-3.39 

-1.35 
-1.65 
-2.34 
-3.11 
-4.09 
-4.90 
-4.48 
-2.86 
-1.16 
+.11 

-0.12 
-.06 
-2.14 
-5.96 
-6.  59 
-5.03 
-5.18 
-3.34 
-1.70 
-1.43 
-9.41 

-iai3 

-8.36 

-6.00 

-2.03 

-1.21 

-.06 

+.25 

+.23 

+.32 

+.58 

+.57 

+1.53 
-.47 

-1.33 
-.69 
-.51 
-.57 
-.42 
-.47 
-.12 
+.14 

-1.50 

-1.41 

—a  56 

September 

October    ..... 

-.04 
—.02 

November 

December .--.. .. 

-.43 

—.17 

January . . 

—.22 

February..... 

—.21 

March .......... 

-.34 

April 

-.33 

May 

-.15 

Tune  ........... ... 

—4.95 

July 

+.33 

.00 

+1.65 

-3.74 

>  When  there  is  a  shortage  of  quotations  for  some  days  in  any  month,  which  occurs  especially  for  the 
futures  In  the  delivery  month  owing  to  the  5-day  notice  rule,  the  series  of  quotations  for  the  other  (e.  g., 
the  spot)  market  is  corresi^ndiugly  shortened.    Prices  used  are  for  the  close. 

Appendix  Table  X. — Purchases  and  sales  of  New  York  cotton  futures  (hundreds 
of  bales)  by  certain  large  cotton  merchants,  half-monthly,  all  options  combined, 
1919-20  to  1922-28 


Half  month 

1919-20 

1920-21 

1921-22 

Purchases 

,  Sales 

Purchases 

Sales 

Purchases 

Sain 

Aug.  1-15 

1,145 

472 

678 

1,980 

1,500 

1,782 

2,094 

1,890 

2,322 

919 

1,648 

1,036 

1,442 

807 

1.206 

1,356 

979 

1,622 

1.098 

944 

725 

1,050 

723 

859 

838 

396 

718 

2,314 

2,037 

2,291 

1,822 

1,601 

2,559 

1,173 

1,307 

714 

1,049 

659 

1,057 

986 

975 

1,128 

753 

838 

465 

784 

786 

877 

825 

2,127 

1,233 

2,068 

1,851 

1,745 

819 

2,448 

1,814 

1,697 

2,463 

1,110 

607 

3,807 

1,339 

1,191 

1,119 

1,618 

464 

667 

785 

2,781 

743 

453 

676 

1,771 

1,262 

2,403 

2,181 

1,719 

873 

2,841 

2,009 

2,164 

2,951 

2,314 

909 

3, 616 

1,211 

1,110 

1,239 

1,949 

905 

935 

996 

2,407 

903 

706 

1,586 
1,384 
1,963 
3,667 
2,302 
1,783 
1,896 
1,431 
1,.t82 
1,269 
1,406 
3,129 
1,303 
3,987 
1,578 
1.488 
601 
1.069 
2,360 
2,177 
3,824 
3,924 
767 
969 

1,695 

Aug.  16-31 . 

1,239 

Sent. 1-15    

1,616 

Seot.  15-30  

3.493 

Oct  1-15 

1.832 

Oct.  16-31 

1,787 

Nov.  1-15 

1.534 

Nov.  16-30 

Dec.  1-15 

Dec.  16-31 

1,123 
1,467 
1,007 

Jan. 1-15 

922 

Jan.  16-31 

2,497 

Feb. 1-15 

1.510 

Feb.  16-28 

3.602 

Mar.  1-15 

1.874 

Mar.  16-31 

1.367 

Apr.  1-15     

895 

Apr.  16-30 

2,168 

May  1-15 

3,739 

May  16-31 

2.706 

June  1-15 

3,468 

June  16-30 

2,336 

July  1-15 

654 

July  16-31 

946 

Total 

30,287 

28,127 

35,884 

40,050 

47,467 

45,477 
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Appendix  Table  XI. — Net  position  in  futures  (oven  trades)  in  hundreds  of  bales, 
of  certain  large  cotton  merchants  at  New  York  and  all  (three)  other  futures  markets, 
half -monthly,    all   options   combined,    191^20   to    1922-tS. 


Date 


Aug.  15 ». 
Aug.  31.. 
Sept.  15.. 
Sept.  30.. 
Oct.  16... 
Oct.  31... 
Nov.  15.. 
Nov.  30.. 
Dec.  15... 
Dec.  31... 
Jan.  15... 
Jan.  31... 
Feb.  15... 
Feb.  28... 
Mar.  15.. 
Mar.  31.. 

Apr.  15 

Apr.  30 

May  15.. 
May  31.. 
June  15... 
June  30... 
July  15... 
July  31... 


1919-20 


New 

York 


Net  average  sales,  open 

Average  sales  (transactions)  per  month  at 

New  York 

Ratio  of  open  trades  to  sales  per  month  at 

New  York 


1,615 
1,639 
1,S79 
1,91S 
i.4S0 
t,959 
t,8^ 
i,S98 
t,6S5 
t,889 

g,U6 
1,8SS 
1,666 
1,536 
1,156 
l.lSt 
658 
313 

ton 

53 
319 
266 


Three 
markets 


1920-21 


New 
York 


UK63 

2,344 

a62 


1,376 

i,Sin 

1,604 
i.l97 
g.457 

t.trr 

1,868 

t,030 

t,OSS 

l,i29 

1,996 

l,S7i 

1,364 

l,lt5 

708 

634 

195 

tn 

t33 

135 

37 

53 

f7 


l,i06 


387 
743 
714 
399 

m 

95 

41 

352 

547 

1,014 
l,50t 
t,706 
t,9l8 
i,7t7 
t,599 
g,618 
t,638 
3,969 
S,410 
3,678 

8,615 
3,675 
3,9t8 


Three 
markets 


1,766 

8,338 

a53 


70 

736 

754 

470 

170 

111 

1S8 

tH 

All 

646 

1,136 

t,469 

i,8ll 

t,616 

g,75t 

t,916 

3,116 

3,609 

4,041 

4,346 

4,516 

3,684 

3,767 

4,0t6 


1,890 


» Net  open  trades  at  July  31,  1919  were:  New  York,  i,flf£;  three  markets,  l^U, 
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1921-22 


New 
York 


Three 

markets 


4,037 
3,89t 
3,536 
3,351 
3,881 
3,886 
3,533 
3,315 
3,100 
1,838 
1,363 
730 

9rr 

643 
838 
717 
1,011 
3,110 
3,489 
4,018 
3,663 
3,074 
1,961 
1,938 


3,376 
8,7W 

aoo 


4,167 

4,1» 
4.S36 

^^ 

4,m 

4,008 
3,636 
3,433 
3,397 
3,310 
3,818 
1,870 
3,190 
3.090 

i,4U 

3,341 

3,305 

3,690 

3,648 

4,189 

3,955 

3,634 

3,431 

3,165 


3,177 
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Appendix  Table  XI.— Net  position  in  futures  (open  trades)  in  Mmdreds  of  hales, 
of  certain  large  cotton  merchants  at  New  York  and  all  (three)  other  futures  markets, 
half-monthly,    all   options   combined,    1919-20   to    1922-23. 


Date 


Aug.  15 1. 
Aug.  31.. 
Sept.  15.. 
Sept.  30.. 
Oct.  15... 
Oct.  31... 
Nov.  15.. 
Nov.  30.. 
Dee.  15... 
Dec.  31... 
Jan.  15... 
Jan.  31... 
Feb.  15... 
Feb.  28... 
Mar.  15.. 
Mar.  31.. 
Apr.  15... 
Apr.  30... 
May  15-. 
May  31.. 
June  15... 
June  30... 
July  15... 
July  31... 


101»-20 


New 
York 


Net  average  sales,  open 

Average  sales  (transactions)  per  month  at 

New  York 

Batio  of  open  trades  to  sales  per  month  at 

New  York 


uei5 

1,659 

1,679 

1,915 

tA60 

t,969 

i,6^ 

t,S98 

g,  655 

2,889 

2.648 

g,2i6 

1,8SS 

1,685 

1,556 

1,156 

l,16g 

658 

315 

fffj 

53 

319 

256 

238 


Three 
markets 


hK65 

2,344 

a62 


/,57« 

l,60i 
2,197 
i.467 

2,227 

1,868 

2,050 

2,055 

2,229 

1,996 

1,672 

1,564 

1,125 

708 

654 

195 

214 

255 

155 

J7 

53 

27 


1920-21 


New 
York 


i,toe 


387 

743 

714 

399 

69 

95 

41 

562 

647 

1,014 
1,602 
2,706 
2,918 
2,727 
2,699 
2,618 
2,658 
2,969 
S,410 
5,678 
S,y69 
5,615 
5,676 
5,928 


1921-22 


Three 

markets 


1,766 

3,338 

a53 


70 

736 

754 

470 

170 

111 

158 

214 

All 

646 

1,156 

2,169 

2,811 

2,616 

2,762 

2,916 

5,116 

5,609 

4,041 

4,546 

4,516 

5,684 

5,767 

4,026 


New 
York 


1,890 


» Net  open  trades  at  July  31,  1919  were:  New  York,  1,922;  three  markets,  1,628, 
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4.057 

5,89* 

5,526 

5,551 

2,881 

2,885 

2,525 

2,216 

2,100 

1,858 

1,562 

720 

927 

642 

858 

717 

1,011 

2,110 

5,489 

4,018 

J,  662 

2,074 

1,961 

t,9S8 


Three 
markets 


2,276 

3,790 

0.60 


11S7 

4.t» 
4,535 

^^ 
4,077 

4,008 

5.626 

S,425 

5,297 

5,510 

2,818 

1,870 

2,160 

2,090 

i,4U 
t,24l 
2,206 
2,690 
8,6^ 

5.956 

i,654 

t,4tl 
2,166 
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Note. — The  commission  deemed  it  necessary  to  edit  the  transcript 
of  the  hearings  on  account  of  the  numerous  errors  arising  from  the 
technical  character  of  the  subject  and  other  circumstances  which 
rendered  many  statements  uninteUigible  as  reported.  The  transcript 
has,  however,  been  printed  verbatim,  except  that  misspelled  words, 
punctuation,  and  other  obvious  typograpnical  errors  of  a  similar 
character  have  been  corrected  without  notation  of  that  fact.  Pas- 
sages requiring  the  substitution  of  words  have  been  printed  in  italics 
and  the  substituted  passages  follow  directly  in  brackets.  The 
numeious  omitted  words,  both  those  which  were  obviously  omitted 
and  those  apparently  necessary  to  make  sense,  have  been  inserted 
in  their  proper  position  in  brackets.  Where  there  was  a  lack  of 
certainty  as  to  whether  such  changes  were  correct,  this  has  been 
indicated  by  an  interrogation  point  in  the  bracket.  Where  words, 
expressions,  sentences,  or  paragraphs  could  not  be  interpreted  this 
fact  has  been  indicated  by  itaUcizing  them,  and  by  a  bracketed 
interrogation  point  at  the  end. 

Washington,  D.  C,  November  6,  1928—10  a.  m. 

Before  the  Federal   Trade   Commission.     Conference  between  the 
Federal   Trade    Commission   and   representatives   of   cotton   ex- 
changes, associations  and  producers. 
The  above-entitled  matter  was  convened  in  the  hearing  room  of 

the  Federal  Trade  Commission  at  tho^date  and  time  above  stated. 
Before  Commissioners  Murdock  (chairman),  Thompson,  Nugent, 

and  Van  Fleet. 

The  following-named  gentlemen  were  present  at  the  conference: 
L.  A.  Adams,  Washington,  D.  C,  representing  the  Department 
of  Agriculture;  W.  P.  Barbot,  New  York  Cotton  Exchange,  repie- 
senting  the  Department  of  Agriculture;  U.  B.  Blalock,  Raleigh, 
N.  C,  representmg  N.  C.  Growers'  Cooperative  Association;  Chas. 
T.  Branham,  Washington,  D.  C,  representing  the  Department  of 
Agriculture;  W.  J.  Bntton,  Memphis,  Tenn.,  representing  Memphis 
Cotton  Exchange;  Edw.  S.  Butler,  New  Orleans,  La.,  representmg 
New  Orieans  Exchange;  Thos.  F.  Cahill,  New  York  City;  W.  L. 
Clayton,  Houston,  Tex.,  representing  New  York  Cotton  Exchange 
and  Houston  Cotton  Exchange;  Julius  W.  Cone,  Greensboro,  N.  C, 
representing  New  York  Cotton  Exchange;  A.  B.  Cox,  Washington, 
D.  C,  representing  Bureau  of  Economics;  R.  C.  Dickerson,  Waco, 
Tex.,  representing  Texas  Cotton  Association;  R.  L.  Dixon,  Dallas, 
Tex.,  representing  Texas  Cotton  Association;  S.  F.  Dribbers,  New 
York  Cuy,  representing  Association  of  Cotton  Textile  Mechanics; 
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H.  H.  Ellison,  Augusta,  Ga.,  representing  Augusta  Cotton  Exchange; 
Jno.  F.  Finke,  jr.,  New  Orleans,  La.,  rei)resenting  New  Orleans 
Cotton  Exchange;  R.  C.  Fulbright,  Houston,  Tex.,  representing 
Houston  Cotton  Exchange. 

J.  W.  Garrow,  Houston,  Texas,  representing  Houston  Cotton 
Exchange  and  Texas  Cotton  Association;  E.  J.  Glenny,  New  Orleans, 
La.,  representing  New  Orleans  Cotton  Exchange;  J.  L.  Goldman, 
Dallas,  Texas,  representing  Dallas  Cotton  Exchange;  G.  Arthur 
Gordon,  Savannah,  Ga.,  representing  Savannah  Cotton  Exchange; 
Robt.  E.  Gores,  Houston,  Texas,  representing  Weatherford  Crump 
Co.;  W.  S.  Griflftn,  Greenville,  S.  C,  representing  New  York  Cotton 
Exchange;  Bayhs  E.  Harriss,  Galveston,  Texas,  representing  Gal- 
veston Cotton  Exchange;  Chas.  G.  Henry,  Little  Rock,  Ark.,  repre- 
senting Arkansas  Growers  Cooperative  Association;  Thomas  J. 
Hogan,  Norfolk,  Va.,  representing  Norfolk  &  Portsmouth  Exchange; 

C.  B.  Howard,  Atlanta,  Ga.,  representing  American  Cotton  Growers 
Exchange;  Wm.  M.  Howard,  Augusta,  Ga.,  representing  Augusta 
Cotton  Exchange;  Wilham  P.  Jenks,  New  York  aty,  representing 
New  York  Cotton  Exchange;  Harvie  Jordan,  St.  Matthews,  S.  C, 
representing  American  Cotton  Association;  F.  W.  Knight,  Washing- 
ton, D.  C,  representing  the  Bureau  of  Agriculturd  Economics; 
Theo.  Marcus,  Dallas,  Texas,  representing  the  Texas  Cotton  Associ- 
ation; Benjamin  C.  Marsh,  Washington,  D.  C,  representing  Farm 
La.bor  Union  of  America;  B.  F.  Martin,  Jackson,  Miss.,  representing 
Mississippi  R.   R.    Commission;   Wm.   R.   Meadows,   Washington, 

D.  C,  representing  the  Department  of  Agriculture;  M.  C.  Moore, 
Jackson,  Miss.,  representmg  Mississippi  R.  R.  Conimission;  Morti- 
mer W.  Palmer,  Washington,  D.  C,  representing  the  Department  of 
Agriculture;  H.  M.  Rankin,  New  Orleans,  representing  New  Orleans 
Cotton  Exchange;  Henry  M.  Steece,  Washington,  D.  C.,  representing 
experimental  stations  (Agriculture) ;  Randau  N.  Durfee,  FaU  River, 
Mass.,  representing  National  Association  Cotton  Manufacturers  and 
Fall  River  Manufacturers  Association. 

The  Chairman.  The  conference  will  be  in  order,  and  you  gentlemen 
will  take  your  seats.  There  is  a  slip  here  which  the  stenographer  asks 
that  you  all  sign  for  the  purposes  of  identification,  and  we  have  found 
here,  in  the  conduct  of  these  meetings,  that  in  order  to  keep  a  record, 
which  is  very  helpful  to  the  commission  after  you  gentlemen  have 
gone,  it  is  necessanr  when  a  man  addresses  himself  to  the  commission 
for  him  to  identify  himself  by  naming  himself.  I  know  that  is 
rather  embarrassing,  but  with  a  little  practice  the  embarrassment 
rubs  off,  and  it  is  quite  essential  to  keep  the  record  straight. 

I  want  to  say,  by  way  of  preliminary,  that  it  is  as  much  your  meeting 
as  it  is  ours,  the  commission's.  We  do  not  want  to  limit  anyone  or  to 
make  too  rigid  a  channel  through  which  we  may  receive  information 
and  enlightenment,  and  [nor]  so  far  as  this  can  be  done  consistently 
with  expedition,  shut  off  anyone  from  anything  that  he  has  that  he 
wants  to  say;  and  I  have  a  tentative  plan  here  in  my  mind  as  to  how 
we  shall  get  at  this  thing. 

The  Senatepassed  a  resolution  last  winter.  No.  429,  in  which  they 
directed  this  Federal  Trade  Commission  to  make  inquiry  into  various 
phases  of  the  cotton  industry,  for  the  purpose  of  providing  Congress 
with  information  to  serve  as  a  basis  for  legislation.  Since  that 
resolution  was  passed  the  commission  has  been  preparing  a  report  in 
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response  to  that  resolution,  and  in  the  course  of  that  preparation 
certain  matters  have  come  up  upon  which  the  commission  wants 
information ;  and  while  I  do  not  mean  now  to  confine  any  expression 
here  to  the  subject  that  we  are  anxious  to  know  about,  yet  I  think  it 
will  be  helpful  if  I  will  direct  your  attention  to  the  particular  things 
in  which  we  are  interested  for  the  time  being  in  the  preparation  of 
this  report. 

The  first  one  is  the  question  of  southern  warehouse  deliveries. 
The  next  one  is  the  advisability' or  inadvisability  of  a  revision  of  the 
present  future  contract,  and  the  third  proposition  that  we  are  inter- 
ested in  is  the  advisability  of  a  revision  or  in  the  inadvisability  of  a 
revision  of  the  provision  for  the  establishnient  of  differentials  in  the 
delivery  of  cotton,  other  than  the  basis  cotton,  and  the  machinery 
by  which  the  stock  [spot]  cotton  or  cash  cotton  Quotation  is  arrived  at. 

All  three  of  these  subjects,  of  course,  are  mucn  more  familiar  to  you 
gentlemen  than  they  are  to  me,  and  it  strikes  me  that  there  must  be 
all  three  of  them  pros  and  cons.     There  must  be  men  here  who 


on 


have  very  good  reasons  to  believe  that  a  southern  warehouse  delivery 
is  not  the  thing,  and  there  must  be  men  here  who  believe  that  it  is  the 
thing.  Similarly,  on  the  second  proposition,  there  must  be  men  here 
whooelieve  that  the  present  future  contracts  should  stand,  and  there 
are  many  who  believe  that  it  ought  to  be  changed.  And,  similarly, 
on  the  third  proposition,  there  must  be  a  group  here  who  believe  the 
present  way  of  establishing  differentials  on  defivered  cotton,  and  the 
method  of  arriving  at  the  cash  quotation  or  the  stock  [spot]  quotation, 
which  you  will  recall  is  the  average  of  five  stock  [spot)  markets  at  a 
given  moment,  that  there  must  be  a  pro  to  that  and  there  must  be  a 
con  to  that. 

Now  then,  I  can  think  of  no  better  way  to  get  at  this  proposition — 
and  if  there  is  a  better  way  I  would  be  glad  to  have  it,  and  1  know  the 
commission  would — than  to  have  different  groups  here  caucussed  in 
a  preliminary  way,  and  select  from  some  of  their  number  a  spokes- 
man who  can  present,  or  spokesmen  who  can  present,  the  views  of  the 
froiip,  both  the  pro  and  con  side,  if  it  is  apparent,  to  the  conamission. 
do  not  mean  by  that  and  the  commission  does  not  mean  to  exclude 
anybody  who  wants  to  speak,  and  it  is  only  done  for  the  purpose  of 
expeditmg  the  proposition,  because  in  these  later  days  we  are  all  able 
to  talk  more  or  less  freely  in  public  and  if  we  all  make  speeches  we 
would  not  mftke  much  speed. 

I  notice  from  this  list  here  of  those  who  answered  the  invitation 
of  the  commission,  that  there  are  in  the  hst  men  from  the  New  York 
Cotton  Exchange.     That  is  true?    Are  they  present? 

Mr.   Cahill.  Yes,  sir. 

The  Chairman.  Are  there  men  present  from  the  New  Orleans 
Cotton  Exchange? 

Mr.  Butler.  Yes,  sir.  The  New  Orleans  Cotton  Exchange  has  a 
delegation  of  four. 

The  Chairman.  Are  there  men  here  from  the  exchanges  which 
are  spot  exchanges  and  not  futures? 

Mr.  Harriss.  Yes,  sir.     I  represent  the  Galveston  Exchange. 

Mr.  Clayton.  The  Houston  Cotton  Exchange  is  represented. 

The  Chairman.  Is  it  the  wish  of  the  men  upon  the  exchanges  to 
caucus  together,  or  would  they  like  to  caucus  separately? 
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Mr.  Cahill.  Mr.  Chairman,  I  am  here  not  representing  the  Cot- 
ton Exchange.  I  happened  [happen]  to  be  a  member  of  the  exchange, 
but  I  am  not  representing  the  exchange. 

The  Chairman.  Senator  Nugent  suggests  that  the  letter  of  invi- 
tation which  was  sent  to  ^u  gentlemen  suggested  that  each  group 
should  confine  its  spokesmen  to  two.  I  think  that  that  will  be  agree- 
able to  everybody,  out  I  was  very  anxious  here  Senator,  not  to  allow 
the  impression  to  get  out  that  anybody  is  being  curtailed.  This  is  a 
difficult  subject,  and  there  may  be  various  views,  and  while  we  have 
to  proceed  in  order,  if  anyone  wants  to  relieve  himself  of  an  idea  I 
think  we  can  arrange  for  it  to  be  done  and  not  hold  too  rigidly  to 
that  proposition,  although  the  commission  hopes  that  it  may  be 
confined  to  the  two  spokesmen. 

Is  there  any  suggestion  here  on  the  score  of  the  first  group?  Do 
you  want  to  caucus  together  or  do  you  various  men  from  the  various 
exchanges  want  to  caucus  separately?  It  would  expedite  things  if 
you  would  all  go  into  one  caucus,  the  exchange  men,  and  select  a  pro 
and  a  con  speaker. 

Mr.  Butler.  Mr.  Chairman,  we  represent  the  sentiment  of  the 
New  Orleans  Cotton  Exchange,  and  there  would  not  be  any  particular 
interest  in  our  caucusing,  I  think. 

Mr.  Jenks.  Mr.  Chairman,  I  am  a  member  of  the  New  York  Cotton 
Exchange,  and  we  have  several  representatives  here.  I  think,  inas- 
much as  the  members  of  the  New  York  Cotton  Exchange  are  very 
much  divided  on  this  subject  and  wish  to  do  what  the  trade  want  to 
do,  we  had  better  have  a  caucus  to  determine  who  shall  be  our 
speakers,  because  we  represent  both  sides  of  the  question. 

The  Chairman.  Then,  I  gather,  from  the  expression  of  both  of 
you  gentlemen  who  have  spoken,  that  you  prefer  to  caucus  sepa- 
rately; the  exchange  men  prefer  to  caucus  separately.     Is  that  rignt? 

Mr.  Butler.  It  is  not  necessary  for  New  Orleans  to  caucus  sepa- 
rately. We  have  no  divided  opinion  in  the  New  Orleans  Cotton 
Exchange.     We  are  of  one  sentiment  on  this  subject. 

The  Chairman.  A  caucus  does  not  necessarily  have  to  be  within 
four  walls  with  the  door  shut. 

Mr.  Butler.  I  think  it  would  probably  be  a  needless  conference,  as 
we  would  not  arrive  at  anything. 

Mr.  Marcus  of  Dallas.  Our  conmiittee,  Mr.  Chairman,  has  come 
here  with  an  open  mind.  We  do  not  know  which  side  of  this  propo- 
sition we  favor,  and  we  would  like  to  hear  from  the  future  people 
first;  that  is,  the  New  York  and  New  Orleans  Cotton  Exchanges,  and 
get  their  views  of  this  question  or  the  several  questions  that  are 
before  us,  and  then  we  would  like  to  have  the  privilege  of  caucusing 
for  a  little  while  to  determine  where  we  stand,  and  give  you  then  our 
views. 

The  Chairman.  Is  thai  [that  is]  agreeable  to  this  commission,  this 
proposition?  [.]  The  Dallas  exchange  is  on  record  as  favoring 
southern  warehouse  delivery,  isn't  it? 

Mr.  Goldman  (Dallas,  Tex.).  That  is  not  my  understanding. 
We  came  here  to  represent  the  exchange  with  an  open  mind. 

The  Chairman.  I  see.  But  you  have  previously  passed  a  resolu- 
tion to  the  effect  that  you  favored  it. 

Mr.  Goldman.  I  am  not  sure  of  that. 

The  Chairman.  WeD,  that  is  irrelevant  anyhow. 
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Mr.  Goldman.  If  it  was  passed,  it  was  passed  some  time  ago.  It 
was  not  a  recent  meeting.  ,  •*    v 

The  Chairman.  All  right.  Then  it  is  imderstood,  and  if  there  is 
objection  I  would  like  to  hear  it,  that  giving  the  largest  sort  of  defi- 
nition to  this  word  ''caucus,''  the  different  groups  m  the  exchange 
will  hand  up  to  the  commission  the  names  of  tne  spokesman  that  they 
desire  to  be  heard,  with  an  indication,  I  should  say,  of  whether  they 
are  for  southern  warehouse  delivery  or  against  it. 

Is  that  right?     Is  that  the  understanding? 

Mr.  FuLBRiGHT  (of  Houston,  Tex.).  I  presume  you  mean,  Mr. 
Chairman,  whether  or  not  the  particular  representative  is  for  or 
against,  because  some  of  the  organizations  have  not  declared  them-^ 

selves. 

The  Chairman.  Certainly..  You  have  gotten  my  meaning  exactly. 
Then  I  think  that  in  the  same  breath  it  would  be  well  to  compose  the 
difficulty  on  the  second  question,  whether  or  not  that  spokesman 
representing  a  particular  group  is  going  to  talk  for  or  against  the  ad- 
visability of  revising  that  future  contract,  and  if  it  can  be  done,  that 
he  be  placed  on  the  matter  of  the  establishment  of  differentials,  a 
change  in  that  method.  If  that  is  understood,  we  will  go  ahead  on 
that  basis.  You  will  find,  I  suppose,  that  that  will  present  some 
difficulty,  but  I  think  we  can  iron  those  out  as  they  appear.  Now, 
what  about  the  associations  of  the  spinners  here  ?     Are  they  repre- 

sen  ted  f 

Mr.  Durfee.  Mr.  Chairman,  I  represent  the  National  Association 
of  Cotton  Manufacturers  and  the  Fall  River  Manufacturers'  Asso- 
ciation. 

The  Chairman.  Are  you  alone  here? 

Mr.  Durfee.  I  think  I  am  alone. 

The  Chairman.  Then  naturally  you  would  be  your  spokesman.     I8 

that  right?  t    i      u 

Mr.  Durfee.  Yes,  sir.  And  if  the  commission  allows,  I  should 
like  to  speak  to-day,  because  I  have  a  very  important  meeting  to- 
morrow, so  that  I  will  not  be  able  to  be  here  to-morrow.  I  would 
like  to  do  that  if  I  could. 

The  Chairman.  I  do  not  know  whether  that  can  be  arranged  or 
not.  I  do  not  know  whether  we  can  or  not.  The  associations  of 
producers — are  they  here? 

Mr.  Marsh.  My  name  is  Benjamin  C.  Marsh,  and  I  am  director  of 
the  farmers'  national  organization,  and  the  Farm  Labor  Union  of 
America,  which  is  affihated  with  the  organization,  has  asked  me  to 
represent  them  and  present  their  statement  during  the  conference. 
They  have  about  340,000  members,  and  probably  produce  at  least 
one-half  or  two-thirds  of  the  cotton  produced  in  the  United  States. 

The  Chairman.  Are  there  other  members  of  producers'  associa- 
tions present?  ^      ^  ,      a  .r.  .. 

Mr.  Jordan  (St.  Matthews,  S.  C.) .  I  represent  the  American  Cotton 

Association 

The  Chairman.  That  is  an  association  of  producers,  is  it? 

Mr.  Jordan.  Producers,  manufacturers,  and  other  departments  of 

the  cotton  trade. 

The  Chairman.  Now,  I  suggest— are  you,  so  lar  as  you  know, 
Mr.  Jordan,  the  only  member  liere  besides  Mr.  Marsh  I 
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Mr.  Jordan.  I  do  not  know  of  any  other  member  of  our  association 
who  is  here  and  representing  the  association. 

The  Chairman.  Then  I  suggest  that  you  gentlemen  divide  your- 
selves as  you  see  fit,  in  as  few  number  of  groups  as  possible,  and 
where  it  is  necessary,  select  a  spokesman  pro  and  con  in  this  matter, 
or  in  the  absence  oi  a  con  and  pro  and  in  the  presence  of  a  con  and 
pro,  submit  the  names  to  the  chairman  so  that  we  may  take  up  further 
procedure.  Unless  you  are  ready,  we  will  take  a  recess  of  10  or  15 
minutes. 

Mr.  Harriss.  I  am  the  only  spokesman  for  the  Galveston  Cotton 
Exchange,  and  I  might  say  that  our  exchange,  briefly,  is  opposed  to 
any  change  whatever  in  anvthing. 

•  Mr.  Howard  (Atlanta,  Oa.).  I  am  Mr.  C.  B.  Howard,  Atlanta, 
Ga.,  general  sales  manager  of  the  American  Cotton  Growers  Exchange. 
I  represent  twelve  of  the  cooperative  cotton  States,  twelve  of  the 
States  organized  in  the  cooperative  selling  of  cotton. 

The  Chairman.  I  think  we  could  get  on  here,  if  we  were  to  take  a 
recess  at  this  point. 

Mr.  HoGAN  (Norfolk,  Va.).  I  represent  the  Norfolk  Cotton  Ex- 
change. We  held  a  meeting,  and  a  roll  call  on  this  matter,  and  it 
developed  that  thirteen  members  of  the  exchange  were  against  the 
southern  warehouse  deliveries  and  six  in  favor  of  it;  that  the  exchange 
was  unanimous  in  desiring  that  all  grades  should  be  tenderable 
on  contracts  on  [-all]  merchantable  grade[s].  Those  were  all  the 
resolutions  we  passed  at  the  meeting,  and  I  was  appointed  to  repre- 
sent the  thirteen  majority.  They  did  not  get  anyone  to  represent 
the  six  minority,  so  I  am  in  a  peculiar  position. 

The  Chairman.  I  can  see  from  your  expression  there  that  I  have 
given  entirely  too  much  emphasis  to  the  pro  and  con  part  of  this 
thing.  What  we  want  is  enlightenment,  and  I  think  you  are  entirely 
within  your  rights  to  give  us  Doth  sides. 

Mr.  Hog  AN.  I  have  not  but  one  side. 

The  Chairman.  Tou  can  talk  to  us  in  your  representative  capacity, 
if  vou  are  in  line  with  what  the  majority  thinks. 

Mr.  HoGAN.  Yes. 

The  Chairman.  And  yet  you  can  give  the  idea  of  the  minority  to 
us  and  that  will  help. 

Mr.  Butler.  Mr.  Eankin  and  myself,  Mr.  Butler,  will  be  the 
official  speakers  for  the  New  Orleans  Cotton  Exchange.  We  have 
Mr.  Glenny  and  Mr.  Finke  with  us,  and  we  would  like  from  time  to 
time  that  they  should  be  permitted  to  interject  a  few  words,  here 
and  there,  because  we  know  that  they  have  some  very  splendid 
ideas  on  the  subject  that  might  escape  us,  and  Mr.  Glenny  was  the 
former  president  of  the  exchange  and  Mr.  Finke  a  director. 

The  Chairman.  If  they  will  sunply  take  the  precaution  of  repeating 
their  names  to  the  stenographer,  whose  eves  are  on  his  paper,  he 
can  not  look  up.  We  wifl  take  a  recess  of  10  minutes  and  see  now 
the  thing  worl^  out. 

(Thereupon  a  recess  was  taken  for  10  minutes,  after  which  the 
conference  reassembled,  and  the  following  occurred.) 

The  Chairman.  Now,  if  any  of  the  gentlemen  present  have  not 
handed  in  an  identification  card  to  the  stenographer,  I  wish  you 
would  remedy  the  matter,  by  doing  it.     Now,  I  will  take  up  thia 


matter  of  who  is  to  appear  by  asking  those  of  the  New  York  Cotton 
Exchange  about  the  people  who  are  to  appear  from  that  body. 

Mr.  Jenks.  Mr.  Oiairman,  for  the  New  York  Cotton  Exchange, 
Mr.  Clayton  will  speak  for  the  southern  warehouse  plan  and  Mr. 
Cahill  against  it.  1  would  like  to  say  that  there  are  several  members 
of  the  New  York  Cotton  Exchange  who  are  against  the  plan,  who  are 
performing  their  duties  as  voters  to-day,  but  will  be  here  to-morrow. 
I  think  they  should  be  given  an  opportunity  to  express  their  ideas  to- 
morrow upon  the  matter. 

The  Chairman.  I  think  that  can  be  arranged.  The  New  Orleans 
Exchange  will  have  just  one  speaker,  is  that  it?     Didn't  you  tell  me 

that?  ,  ,,  ,         .     . 

Mr.  Butler.  I  would  like  Mr.  Rankin  and  myself  to  speak  agamst 
it,  both.  We  are  of  one  accord  in  New  Orleans.  We  are  against  it. 
There  is  no  dissent  in  our  committee. 

The  Chairman.  Give  your  name. 

Mr.  Butler.  Edward  S.  Butler,  president  of  the  New  Orleans 
Cotton  Exchange. 

The  Chairman.  There  are  none  for  and  there  are  two  agamst? 

Mr.  Butler.  Yes,  sir;  there  are  two  against. 

The  Chairman.  That  is  hardly  selecting  a  spokesman. 

Mr.  Butler.  That  is  all.  We  will  compromise  and  have  one 
speaker,  providing,  as  you  wish  to  get  a  full  expression  of  the  views 
of  my  exchange,  you  will  allow  Mr.  Rankin  to  say  a  word  now  and 

then.  . 

The  Chairman.  Of  course.  I  am  very  much  given  to  speech  my- 
self. .  •  J     i. 

Mr.  Gordon.  My  name  is  G.  A.  Gordon,  and  I  am  vice  president 
of  the  Savannah  Cotton  Exchange.  I  am  the  only  representative. 
They  are  opposed  to  any  change,  and  they  wish  to  be  heard. 

The  Chairman.  All  right,  Mr.  Gordon. 

Mr.  Harriss.  My  name  is  Baylis  E.  Harriss,  president  of  the 
Galveston  Cotton  Exchange. 

The  Chairman.  I  understand  you  are  agamst? 

Mr.  Harriss.  Yes.  ,     ^^        i-    i-i  x 

Mr.  Britton.  I  am  W.  J.  Britton,  representmg  the  Memphis  Cot- 
ton Exchange. 

The  Chairman.  There  will  be  for  and  against? 

Mr.  Britton.  No,  sir;  I  would  like  to  speak  both  ways  if  I  could. 

The  Chairman.  That  is  entirely  legitimate,  Mr.  Britton. 

Mr.  Howard.  I  am  W.  M.  Howard,  representing  the  Augusta 
Cotton  Exchange,  in  association  with  Mr.  H.  H.  Ellison,  who  likewise 
represents  the  Augusta  Cotton  Exchnage. 

The  Chairman.  Mr.  Howard,  are  you  going  to  take  any  particular 

position  on  it  or  not? 

Mr.  Howard.  Yes.  The  views  of  that  exchange  are  fairly  weU- 
crystallized,  and  will  be  presented  by  Mr.  Ellison  and  myself  express- 
ing the  same  opinion  on  the  subject  of  deliveries  to  sourhern  ware- 
houses.    That  IS  the  particular  phase  of  it  that  our  exchange  desires. 

Mr.  HoGAN.  I  am  Thomas  Jt  Hogan,  of  the  Norfolk  Cotton  Ex- 
change, representing  a  majority  against  the  southern  warehouse. 

The  Chairman.  All  right,  Mr.  Hogan.     Then  the  other  exchanges? 

Mr.  Goldman.  The  Dallas  exchange  is  not  in  at  the  present  tune. 
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The  Chairman.  The  Dallas  exchange  was  to  wait  and  see  just 
exactly  what  enlightenment  there  was  m  this  thing.  Are  there  any 
other  exchanges?    By  the  way,  who  was  it  represented  Dallas? 

Mr.  Butler.  Mr.  J.  L.  Goldman. 

Mr.  Rankin.  Mr.  Marcus  represents  the  Texas  Cotton  Associa- 
tion. 

The  Chairman.  The  spinners,  the  manufacturers — who  is  their 
representative? 

Mr.  DuRFEE.  I  represent  them. 

The  Chairman.  Are  you  the  sole  representative  of  that  branch  of 
the  industry? 

Mr.  DuRFEE.  I  am. 

The  Chairman.  Now,  the  association  of  producers? 

Mr.  Jordan.  I  am  Mr.  Jordan,  representing  the  American  Cotton 
Association,  and  on  that  particular  question  we  would  oppose  southern 
warehouse  delivery. 

The  Chairman.*  Well,  Mr.  Marsh  wants  to  be  heard.  He  is  of  the 
National  Farm  Bureau.  There  are  about  fourteen  speakers  here.  I 
suggest  for  purposes  of  safety  that  we  start  with  a  lunitation  of  half 
an  nour  on  eacn  speaker,  if  that  is  agreeable.  If  you  folks  want  a 
more  extensive  time,  I  think  maybe  the  commission  would  be  willing. 
What  do  you  think  about  that? 

Mr.  Butler.  That  is  all  right. 

Mr.  Fulbright.  Mr.  Chairman,  it  would  seem  to  me  that  if  you 
are  going  to  have  both  sides  of  the  question  presented,  and  there 
are  about  four  sets  of  them  on  one  side,  the  question  of  the  division 
of  time  to  a  side  ought  to  be  taken  into  consideration.  For  instance, 
there  are  some  organizations  that  have  one  man  on  each  side,  and 
there  are  several  organizations  that  have  one  or  two  speakers  that 
are  opposed  to  the  southern  warehouse  delivery.  I  am  not  able, 
following  this  discourse,  to  see  how  many  are  going  to  speak  for 
southern  warehouse  delivery. 

The  Chairman.  The  record  shows  very  few,  and  as  a  matter  of 
fact,  as  I  have  got  it  listed  here  now — well,  Mr.  Clayton  is  going  to 
talk  for  it  and  nearly  everybody  else  is  going  to  talk  against  it.  If 
I  gave  seven  hours  to  those  who  are  going  to  talk  against  it  and  then 
tendered  to  Mr.  Clayton  seven  hours  to  reply,  I  think  that  1  would 
be  practically  asking  him  to  commit  suicide.  In  these  sort  of  con- 
ferences, that  exact  division  of  time  has  many  things  to  support  it, 
but  I  think  in  this  case  the  commission  will  be  perfectly  willing  as 
the  discussion  progresses  to  hear  those  who  are  for  it,  if  we  have  the 
time,  and  if  we  think  that  we  can  be  informed — and  I  want  to  say 
finally  that  this  whole  proposition  is  one  in  which  we  are  seeking 
information.  We  are  preparing  a  report  for  the  Senate.  It  is  upon 
a  very  technical  subject,  as  you  gentlemen  know,  and  we  want  in- 
formation on  these  various  subjects  and  any  others  that  you  may 
contribute. 

I  have  to  be  more  or  less  arbitrary  in  the  matter  of  recognition, 
so  far  as  the  manner  in  which  the  men  who  are  to  speak  are  to  ap- 
pear. The  universal  custom  is  to  open  with  the  proponent  of  a 
proposition,  and  that  Mr.  Clayton  is  the  first  speaker.  Is  that  all 
right? 

Mr.  Butler.  That  is  all  right. 

The  Chairman.  All  right,  Mr.  Clayton. 


Mr.  Clayton.  Yes,  sir. 

The  Chairman.  Now,  Mr.  Clayton,  just  so  that  you  may  not 
think  that  this  is  wholly  up  in  the  air,  let  me  explain  to  you  that 
when  a  resolution  comes  from  the  United  States  Senate  to  this  body, 
we  regard  it  as  a  mandatory  direction,  and  when  the  resolution  is 
received,  we  begin  a  very  careful  inquiry,  with  the  idea  of  answering 
specifically  the  question  that  the  Senate  has  asked,  or  the  other  body- 
of  Congress,  or  the  President,  as  the  law  provides.  We  have  men 
here  who  specialize  in  these  things,  this  particular  work,  and  this 
answer  to  this  particular  inquiry;  3ie  work  has  been  under  the  direc- 
tion of  Dr.  Walker,  who  is  the  chief  economist  in  this  establishment. 
Now,  working  under  him  as  an  associate  [assistant]  chief  economist 
is  Dr.  Stevens.  Dr.  Stevens  is  here,  and  as  you  go  along  Dr.  Stevens 
will  want  to  ask  you  some  questions.  As  he  asks  you  questions  and 
you  answer  them,  then  we  begin  to  get  that  value  [flood]  of  informa- 
tion for  which  we  are  anxious. 

Mr.  Clayton.  I  think  that  is  a  splendid  idea. 

The  Chairman.  Now,  I  want  to  say  to  you  that  in  order  to  get 
the  thing  along  a  Httle  better,  I  suggest,  as  you  handle  this  southern 
warehouse  proposition,  you  also  express  yourselves,  if  you  care  to, 
on  future  contract,  and  on  this  question  of  the  estabhshment  of 
differentials  in  the  settlement  of  cotton  grades. 

Mr.  Clayton.  Mr.  Chairman 

The  Chairman  (interposing).  You  are  recognized  for  a  half  hour, 
if  you  want  it. 

•   ADDRESS  OF  W.  L.  CLATTOH 

Mr.  Clayton.  Mr.  Chairman,  I  shall  not  need  that,  \mless  Dr. 
Stevens  asks  a  lot  of  questions.  I  am  listed  as  representing  the  New 
York  Cotton  Exchange  and  the  Houston  Cotton  Exchange,  but  I 
would  like  to  have  it  well  understood  that  any  views  I  express  here 
are  my  individual  views  and  opinions.  It  must  necessarily  be  so, 
because  neither  the  New  York  Cotton  Exchange  nor  the  Houston 
Cotton  Exchange  have  voted  or  expressed  themselves  on  this  subject 
of  southern  delivery. 

Mr.  Chairman,  I  think  that  in  studying  the  future  contract,  the 
first  consideration  should  be  given  to  the  formulation  of  a  contract 
which  conforms  as  nearly  as  possible  to  the  practice  and  niethod  of 
delivering  in  spot  cotton.  After  all,  the  future  contract  is  merely  a 
cotton  contract.  It  is  not  a  paper  contract.  It  represents  real 
cotton.  I  am  in  favor  of  the  southern  delivery  on  the  New  York 
contract,  because  it  would  permit  the  liquidation  of  each  month  as  it 
came  around  on  the  basis  of  the  value  of  cotton  in  the  South,  where 
it  is  produced,  and  where  it  is  carried  in  storage.  When  the  New 
York  Cotton  Exchange  was  first  organized,  about  1870,  a  great  deal 
of  the  spot  cotton  business  was  done  in  the  city  of  New  York.  The 
cotton  was  carried  to  the  other  side  in  sailing  vessels,  at  that  time, 
and  samples  were  sent  to  New  York  and  a  great  many  of  the  biggest 
exporting  houses  were  located  there,  and  sent  their  samples  to  Europe 
by  fast  steamer,  and  offered  on  the  samples.  Later,  they  commenced 
to  trade  in  cotton  to  be  shipped  to  New  York,  because  New  York, 
being  a  great  financial  center,  and  the  South  being  poverty  stricken 
and  unable  to  finance  their  cotton,  the  cotton  as  it  was  sold  largely 
found  its  way  to  New  York  storage.     New  York  is  to-day,  in  my 
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opinion,  the  financial  and  trading  center  of  the  world.     It  is  not  a 
logical  place  to  which  cotton  should  be  shipped  and  stored,  because 
It  IS  a  httle  out  of  the  channels  of  trade. 
The  Chairman.  It  is  not  a  spot  market? 

Mr.  Clayton.  It  is  not  listed  as  such  by  the  Department  of  Agri- 
culture. A  great  deal  of  spot  business  is  done  in  New  York,  but  it  is 
more  or  less  mcidental  to  the  future  business.  The  cotton  which  has 
gone  to  New  York  has  gone  there  primarily  in  satisfaction  of  contracts, 
not  for  a  spot  business. 

The  Chairman.  I  see  no  reason  why  the  satisfaction  of  that  con- 
tract should  not  take  place  in  the  South  at  a  few  well-selected  port 
markets,  where  the  cotton  could  be  delivered  in  warehouses,  and 
without  great  transportation  expense,  the  expense  of  weighing  and 
samphng  and  handlmg  in  the  port  of  New  York,  putting  it  info  the 
warehouse,  with  heavy  handling  charges  and  takmg  it  out  again- 
all  of  which  does  not  add  to  the  value  of  the  cotton.  I  see  no  reason 
whv  that  cotton  could  not  be  tendered  in  Norfolk  or  New  Orleans  or 
Galveston  or  Houston,  in  satisfaction  of  that  contract. 

The  members  of  the  Dallas  exchange  handle,  I  believe,  about  a 
million  and  a  half  bales  of  cotton  a  year.  They  claim  they  are  the 
largest  spot  market  m  this  country.  Being  a  Houston  man,  I  might 
be  inclined  to  challenge  that  statement  to  an  extent,  but  anyway 
they  handle  a  great  deal  of  cotton,  perhaps  a  million  and  a  half  bales 
a  year.  I  do  not  believe  20  per  cent  of  that  cotton  is  actually  brought 
to  the  city  of  Dallas  for  delivery  or  storage.  They  buy  that  cotton 
all  over  Texas,  all  over  Oklahoma,  and  over  a  good  part  of  Arkansas, 
but  it  is  shipped  to  the  markets  of  the  world,  much  of  it  was  sent  out 
without  their  ever  having  seen  the  bales.  The  samples  are  sent  to 
them  by  the  compressors  that  compress  the  cotton,  and  they  finance 
it,  and  business  is  worked  smoothly  and  satisfactorily. 

If  the  Dallas  merchant  sat  down  in  the  city  of  Dallas  and  said, 
''We  would  not  handle  a  bale  of  cotton  unless  it  comes  to  Dallas,'' 
they  would  destroy  themselves  as  a  market.  I  give  that  as  an  ex- 
ample of  the  way  a  large  spot  .market  operates. 

Ithink  what  we  want  in  this  future  contract,  as  I  said  in  the  begin- 
ning, is  a  contract  modeled  as  nearly  as  possible  along  the  lines  on 
which  the  spot  business  is  done.  Why  should  a  merchant  in  Houston 
or  in  Dallas  or  in  Galveston  or  at  Norfolk  or  Savannah  have  to  want 
in  order]  to  hedge  his  cotton,  sell  nis  contract  in  New  York,  and  in 
order  to  satisfy  that  contract,  ship  the  cotton  to  New  York  to  satisfy 
it?  The  cotton  is  just  as  good  in  these  markets,  a  great  deal  of  ex- 
pense is  saved  by  dehvering  it  there,  and  I  see  no  reason  why  it  should 
be  shipped  to  New  York  to  satisfy  the  contract. 

The  Chairman.  Mr.  Clayton  would  you  change  the  present  law  of 
1914  as  to  tenderable  grades? 

Mr.  Clayton.  No,  sir.  I  am  opposed  to  changing  that  law  in  any 
respect.  It  is  not  necessary  to  change  it  to  provide  for  southern 
delivery  on  contracts. 

The  Chairman.  Just  for  my  own  information — of  course  I  do  not 
know  as  much  about  this  as  you  do,  and  I  am  asking  for  my  own 
information.     Why  don't  some  of  you  folks  over  there  use  section  10? 

Mr.  Clayton.  I  understand  that  section  10  is  an  even-running 
middling  contract.  ' 

Mr.  Butler.  That  is  a  specific  grade  contract. 


The  Chairman.  Have  you  ever  known  anybody  to  use  the  section 

10  contract?  .      _ 

Mr.  Clayton.  I  believe  100  bales  probably  was  bought  out  m  the 

beginning. 

The  Chairman.  What  is  the  matter  with  it? 

Mr.  Clayton.  The  matter  is  this,  that  if  anybody  wants  to  buy 
100  bales  of  even-running  middling  cotton,  and  can  buy  it  in  the 
South  from  the  merchant  who  has  it  to  sell,  he  can  buy  it  a  good  deal 
cheaper  than  he  can  buy  it  in  the  New  York  Cotton  Exchange,  and 
in  that  way  he  avoids  another  intermediary  who  must  not  only  make 
a  profit,  but  provides  thereby  an  additional  expense.  If  a  nian  in 
Boston  wants  100  bales  of  middling,  he  would  naturally  buy  it,  not 
on  the  New  York  Cotton  Exchange.  He  would  buy  it  at  Dallas  or 
Atlanta,  because  the  cotton  can  be  picked  up  at  that  point  where 
the  merchant  is,  or  in  his  contiguous  territory,  and  ship  direct  to 
Boston  much  cheaper  than  it  could  be  picked  up  and  sent  to  New 
York  and  certificated  and  stand  all  this  expense  of  putting  it  in  the 
warehouse,  which  expenses  are  very  high  with  the  high  labor  cost, 
the  one  month's  storage  and  insurance  and  all  of  those  things  are 
merely  additional  expenses  on  the  commodity;  so  that  while  you 
have  got  there  a  specific  grade  contract,  nobody  ever  saved  anything, 
because  for  economic  reasons  he  can  buy  it  cheaper  somewhere  else. 

There  is  no  necessity  for  it.  ,      , ,  ,        ,  .  ,  v 

The  Chairman.  Under  the  ten  tenderable  grades  which  we  have 
in  the  present  law,  what  is  your  opinion  about  them  giving  too  much 
of  an  option  to  the  seller? 

Mr.  Clayton.  Mr.  Chairman,  I  think  the  future  contracts  should 
carry  an  option  of  deUverable  quahties  that  will  fairly  represent  the 
bulk  of  the  cotton  crop,  and  I  believe  the  present  ten  grades  will 
represent  in  an  average  season  75  to  80  per  cent  of  the  frojiU  [crop]. 
First  of  all,  fundamentally,  the  future  contract  is  a  merchant's  con- 
tract. If  we  can  only  get  that  definitely  fixed  in  our  minds,  we  will 
clear  up  a  good  bit  of  what  I  think  is  a  misconception  of  the  nature 
of  it.  It  is  a  merchant's  contract.  It  can  not  be  directly  a  pro- 
ducer's contract  or  directly  a  spinner's  contract.  Both  operate  in 
the  contract  through  the  merchant,  and  the  middleman  must  come 
in  and  perform  his  normal  functions  there.  If  you  greatly  restricted 
the  grade  of  the  future  contract,  it  is  impossible  to  say  in  August 
what  kind  of  cotton  we  are  going  to  raise. 

A  great  many  merchants  were  sadly  disappointed  in  the  quality 
of  this  year's  crop.  If  you  had  an  even-running  middling  contract, 
or  an  average  miadling  contract  or  a  paM  middling  under  [%  it  serves 
to  restrict  the  range  of  deUveries;  you  could  not  possibhr  make  a 
contract  which  would  fit  each  year  as  it  came  along.  You  would 
get  into  some  years  when  you  had  tinges  and  low  grades,  and  they 
who  had  sold  that  contract  would  find  themselves  in  the  position  of 
possibly  having  sold  more  cotton  than  was  produced  in  those  grades. 

The  Chairman.  You  favor,  as  I  take  it,  the  present  law  for  ten 
tenderable  grades? 

Mr.  Clayton.  I  do.  ,       u        j    la 

The  Chairman.  Would  you  go  back  to  the  old  20  deal! 

Mr.  Clayton.  No,  sir;  I  would  not. 

The  Chairman.  Why  not? 
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Mr.  Clayton.  For  this  reason.     If  you  buy  in  the  low  trades— 
1  do  not  call  your  [low]  middling  cotton  a  low  grade;  it  is  a  perfectly 

merchantable'^**'^"  «"''  '*  •"  -~^~^^    --    ' .     •   ,^         ,  -^ 

but  if  you  ini 
common  [gooo 

or  less  a  specialty.  It  is  not  even  every  merchant  who  can  mer- 
chandise that  cotton.  You  narrow  the  field  of  possibihties  of  dis- 
tribution of  such  a  cotton.  When  you  do  that,  you  do  the  same 
thing  that  has  happened  in  Liverpool  tune  and  again. 

It  happened  this  past  summer.  You  have  got  a  specialty,  a  quahty 
that  the  average  merchant  can  not  handle  and  that  cotton  will  make 
the  value  for  basis  middling  [that  is]  the  certificating  of  said  cotton 
m  the  deliverable  grade[s].  While  I  can  get  this  ordinary  or  common 
IgoodJ  ordinary,  I  can  not  merchandise  such  cotton  the  same  way  I 
can  low  middling  or  difference  [?],  and  I  can  not  undertake  to  get  a 
quantity  of  cotton  that  I  have  no  market  for,  and  at  times  you  hear 
argument  of  why  the  strict  ordinary  and  common  [good]  ordinary  are 
perfectly  merchantable  CTades  of  cotton,  and  there  are  one  or  two 
mills  that  make  the  goods  that  this  cotton  enters  into,  and  that  can 
manufacture  that  sort  of  stuff,  but  you  will  find  that  there  are  only 
5  per  cent  of  the  mills  that  do  that,  and  as  to  the  other  95  per  cent 
It  is  a  thing  apart;  it  is  just  hke  anything  else.  They  can  not  use  it' 
Ihe  Chairman.  Do  you  beheve  [that]  with  this  present  plan,  under 
the  law  of  taking  the  average  of  ^lyq  spot  markets,  depending  upon 
the  cash  value  of  a  given  ^ade  in  the  estabhshment  of  differences 
of  future  contracts,  is  working  satisfactorily? 

Mr.  Clayton.  Mr.  Chairman,  I  think  it  is  working  as  satisfactorily 
as  any  method  that  could  be  devised  for  that  purpose  should  work 
Excuse  me,  I  think  it  is  ten  markets  at  the  present  time.     The  law 
provides  for  five  or  more,  and  I  beheve  there  are  ten  now 
The  Chairman.  That  is  right. 

Mr.  Clayton.  It  seems  to  me  that  those  ten  markets,  taken  as 
they  are,  scattered  through  the  Cotton  Belt,  wiir  come  nearer  repre- 
senting the  average  values  of  all  the  grades  above  and  below  middling 
than  any  other  method  that  you  could  devise.  Formerly  they  had 
the  method  m  New  York,  you  know,  of  having  a  committee  there 
fax  the  grades  themselves  twice  every  year,  which  was  a  very  unsatis- 
factory method,  and  I  think  that  the  present  method  is  the  best  that 
we  could  get.  If  any  one  conunittee  fixes  the  grade  differences,  there 
is  always  hkely  to  be  a  suspicion  that  there  might  be  some  selfish 
mterest  operating  there. 

The  Chairman.  Has  not  one  of  the  exchanges  just  such  a  commit- 
tee— a  dismterested  committee? 
Mr.  Clayton.  Yes,  sir. 
The  Chairman.  Which  one  is  that? 

Mr.  Clayton.  New  Orleans,  and  I  am  frank  to  say— I  am  a  mem- 
ber of  both  exchanges— and  I  think  they  are  both  fine,  and  we  need 
them  both  m  the  cotton  business.  But  I  believe  that  the  New  York 
method  is  superior  to  the  New  Orleans  method.  I  think  it  serves 
the  cotton  trade  m  a  more  economical  way  than  the  New  Orleans 
method  does. 

Mr.  Chairman,  I  believe,  unless  there  are  some  questions  you  would 
like  to  ask,  that  is  all  I  have  to  say. 
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The  Chairman.  Doctor  Stevens  will  want  to  ask  you  some  ques- 
tions. 1      Ar      i-«i      X       0 
Doctor  Stevens.  Are  you  through,  Mr.  Clayton  I 
Mr.  Clayton.  Unless  some  one  else  cares  to  ask  me  some  questions. 

Doctor  Stevens.  I  would  like  to  ask  you  this  question.  How  do 
you  sell  your  spot  cotton  customarily?  w       ii 

Mr.  Clayton.  Most  of  our  business  is  export  busmess.  We  sell 
by  offering  to  Europe,  either  through  our  own  branches  or  our  own 

agencies.  .  j-  i.     •         a 

Doctor  Stevens.  You  sell  even  running  on  your  ordmary  busmess  < 

Mr.  Clayton.  Nearly  altogether.  x    ,  •  i    t       j      .     j 

Doctor  Stevens.  If  the  future  contract,  as  I  thmk  I  understood 
you  to  say,  should  conform  to  the  method  of  dealmg  m  spot  cotton, 
why  should  not  the  future  contract 

Mr.  Clayton  (interposing).  Because  we  buy  basis  middlmg.  V\e 
accumulate  our  cotton  basis  middling. 

Doctor  Stevens.  But  your  grades  which  are  dehvered  are  from 
your  accumulated  stocks,  are  they  not? 

Mr.  Clayton.  That  is  correct.     ^      .    .        ^.  r    j-       -i  t 

Doctor  Stevens.  If  your  selUng  basis  is  ordinary  [ordmanlyl  even 
running  cotton,  in  the  event  you  choose  to  make  differemes  [deliv- 
eries] why  should  [not]  your  deliveries  be  in  even  runnmg  cotton? 

Mr.  Clayton.  For  the  reason  that  we  must  accumulate  in  buying. 
I  do  not  mean  to  say  that  every  merchant  buys  in  that  way,  but  the 
bulk  of  the  merchants  in  the  South  buy  basis  middling,  and  take  the 
grades  above  and  below.  He  does  not  know  at  the  time  he  niakes  his 
purchase  what  he  is  going  to  get.  He  has  to  wait  until  it  is  m  the 
compress,  and  he  gets  his  samples.  The  naerchant  buying  three  or 
four  or  five  thousand  bales  of  cotton  a  day,  he  could  m)t  [?]  ordinarUy 
have  had  a  hundred  thousand  bales  of  cotton,  a  part  of  which  he 
does  not  know  anything  about.  He  forgets,  [tries]  but  he  does  notr 
know  A  man  buying  cotton  and  selhng  it  for  even  running  and  [or] 
selling  average  middlmg  might  find  himself  in  a  very  embarrassing 

^'^Doctor  Stevens.  Would  not  that  predicament  be  largely  elimi- 
nated if  you  should  proceed  to  increase  the  present  grades  to  a  con- 
siderable extent  and  so  [?]  make  the  cotton  [contract]  even  runmi^, 
so  that  you  could  deliver  not  merely  ten  or  [but]  twelve  or  fifteen,  the 
annual  production  [gr&dea  dehverable]  being  in  the  contract  stated  to 

be  even  running?  ...  ^        ^      .     j  *i        v    , 

Mr    Clayton.  Let  me  see  if  I  understand  you  correctly.     lou 

mean  to  say  that  if  we  should  sell  a  thousand  bales  of  the  same  grade? 

Doctor  Stevens.  Not  necessarily,  but  that  each  100-bale  contract 

should  be  even  running  of  some  of  the  grades  in  question. 

Mr  Clayton.  There  is  a  very  practical  bar  to  anything  of  the 
kind,  in  this  way.  Take  to-day,  New  Orleans,  if  I  want  to  dehver  a 
thousand  bales  of  cotton  out  of  Texas,  and  it  had  to  be  even  running 
grades,  that  is,  a  thousand  bales  of  one  grade,  if  I  cWd  that  cotton 
and  he  had  500  bales  of  middling  and  500  strict  low,  that  will  fall  the 

^^Doctor  Stevens.  Oh,  yes.     I  mean  to  say,  theoreticallv,  under  the 
question  I  have  asked,  can  he  deliver  10  different  grades? 
98599t_S.  Doc.  100,  pt  2, 68-1 2 
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Mr.  Clayton.  Oh,  yes.  That  would  fill  the  contract  jou  have  in 
mind. 

Doctor  Stevens.  Yes. 

Mr.  Clayton.  Our  classer  might  class  it  500  middling  and  500 
strict  low,  and  ship  it  to  New  Orleans,  where  the  Government  classers 
are,  and  it  might  be  10  different  grades.  I  do  not  mean  to  imply 
that  the  Government  classers  are  inaccurate,  or  that  they  do  not 
class  correctly.  I  simply  mean  that  in  law  [?]  the  cotton  submitted 
to  two  different  classefrls — there  may  be  a  great  variation  in  it.  So 
that  you  might  believe  that  you  had  shipped  cotton  which  would  fill 
the  contract,  and  then  when  it  gets  there  you  have  not. 

Doctor  Stevens.  Does  not  that  same  thing  occur  when  you  sell  a 
contract  for  even-run  cotton,  spot  dehvery? 

Mr.  Clayton.  It  does  to  a  certain  extent,  but  there  are  rules  for 
arbitration,  so  that  if  vou  sell  500  bales  of  middling  to  Liverpool,  for 
instance,  and  ship  it  there,  and  every  bale  is  strict  low  middhng,  it  is 
not  rejected.  You  put  in  a  claim  and  if  the  cotton  falls  below  your 
contract,  your  contract  can  not  be  canceled.  The  cotton  is  not 
rejected.  An  arbitration  committee  passes  on  the  grade  and  says 
"We  will  pay  you  on  this  grade." 

Doctor  Stevens.  How  much  of  a  fraction  is  that?  When  you 
have  such  reiections  is  it  really  rejections  which  involve  25  or  50 
bales  out  of  the  lot  of  spot  cotton,  or  is  it  an  operation  which  really 
is  only  about  5  or  10,  under  2  per  cent  of  the  entire  shipment? 

Mr.  Clayton.  Well,  I  think  as  a  general  thing,  I  should  say,  if 
I  had  to  guess,  75  per  cent  of  the  cotton  shipped  to  Europe  never 
has  any  claim  on  it  at  all,  possibly  85  per  cent.    It  goes  correctly. 

Doctor  Stevens.  Then  could  not  a  question  of  even  running  on 
the  delivery  be  settled  largely  by  a  matter  of  tolerance,  say  5  or  10 
per  cent  of  the  particular  contract,  and  would  not  that  as  a  matter 
of  fact  obviate  any  particular  diflScultv  with  delivering  the  contract 
'even  running  on  the  ground  that  it  is  a  hard  thing  to  do,  more  particu- 
larlv,  as  I  say,  if  you  increase  the  number  of  deliverable  graoes  from 
10  to  15? 

Mr.  Clayton.  Mr.  Glenny  mentions  that  they  have  that  contract 
now. 

Mr.  Glenny.  The  contract  is  here  now,  section  10. 

Mr.  Clayton.  It  can  be  traded  in. 

Doctor  Stevens.  The  point  is,  of  course,  it  is  a  specific  grade 
contract,  and  you  can  make  the  deliveries  on  the  present  future 
contract,  and  it  is  not  to  be  anticipated  thai  the  future  contract  will 
be  changed. 

The  Chairman.  Doctor  Stevens,  if  I  can  interrupt,  stenographers 
are  human  beings,  and  this  young  gentleman  who  is  very  kmdly 
taking  this  meeting  for  us  will  not  last  long  if  you  talk  at  that  speedf. 

Doctor  Stevens.  Pardon  me. 

The  Chairman.  If  you  will  just  slow  up,  we  will  save  him. 

Doctor  Stevens.  My  point  is  that  the  character  of  the  contract 
being  what  it  is,  accompanied  with  a  specific  grade  contract,  that 
you  could  not  expect,  could  you,  logically,  to  nave  any  particular 
trading  in  it,  when  you  could  use  the  present  contract,  which  is 
apparently  a  contract  which  is  being  universally  used?   • 

Mr.  Clayton.  Dr.  Stevens,  I  fail  to  understand  your  reason 
for  a  demand  for  a  specific  grade  contract.     If  we  go  back  to  my 


original  statement,  that  the  future  contract  is  a  merchant  s  contract, 
it  performs  certain  functions  in  the  distribution  of  cotton,  it  can 
never  be  a  spinner's  contract  unless  you  destroy  its  ability  to  perform 
those  functions.  Suppose  you  were  even  going  to  the  extreme  of 
saying,  ''  We  will  make  this  a  basis  strict  middlmg,  nothing  under 
middling,  nothing  above  good  middling,"  put  it  that  way,  and  how 
would  Uiat  read  in  the  contract?  I  do  not  believe  it  would  have 
the  influence  of  2  per  cent  of  the  spinners— not  1  per  cent. 

A  spinner  must  either  trade  with  a  merchant  or  cooperative  asso- 
ciation, which  is  the  same  thing.  They  are  merchants,  too.  He  must 
employ  the  services  of  a  merchant  if  he  wants  to  get  the  exact  quality 
of  cotton  he  buys  for  his  material.  He  not  only  wants  middlmg,  but 
he  says  it  must  be  free  from  color,  no  color.  He  wants  it  an  even 
length,  and  it  has  got  to  come  from  Arkansas  or  it  has  got  to  come 
from  Tennessee.  And  it  must  be  strong  staple.  They  mject  m  it 
all  of  these  different  conditions,  which  are  perfectly  proper  and  are 
necessary  to  meet  their  own  particular  needs.  With  nierchants  that 
is  our  business  to  study  the  needs  of  these  fellows  and  give  them  those 
things  that  they  require  and  which  they  want  to  put  m  a  future  con- 
tract, which  is  an  impersonal  sort  of  thing,  and  give  a  spinner  what  he 
needs,  that  which  he  has  got  to  go  to  his  merchant  for,  and  if  you 
make  a  contract  of  that  kind  you  inject  in  that  special  contract  any- 
thing  [nothing]  that  is  of  value  to  the  spinner.  Speaking  broadlv,  it 
might  be  to  this  man  or  that  man,  you  not  only  don't  get  anything 
that  is  of  value  to  him,  but  you  destroy  the  function  of  the  future  con- 
tract, which  is  that  of  a  merchant's  contract. 

The  Chairman.  That  is  all  plain  enough  to  you,  and  it  is  plam 
enough  to  Dr.  Stevens,  but  it  is  pretty  difficult  for  me  and  I  believe 
the  other  commissioners.  What  I  want  to  get  into  my  own  mind 
before  you  take  your  seat,  and  your  time  is  getting  short,  is  this: 
Nothing  on  this  earth  is  more  delicate  than  the  matter  of  striking  a 
bargain.  It  is  the  most  delicate,  subtle,  psycological  thing  m  the 
world.  It  is  accomplished  sometimes  by  the  meeting  of  tbe  minds  of 
the  two  parties,  or  the  meeting  of  the  eye  of  them.  It  is  born  in  a 
second,  when  a  bargain  is  struck.  You  have  had  experience  as  a 
cotton  merchant  and  you  have  cotton  to  sell. 

Under  section  10  you  have  got  the  right  to  bargam  to  deliver  cot- 
ton in  the  future,  but  you  can  deliver  under  section  10  cotton  of  a 
certain  kind.  That  section  of  the  law  is  not  used.  Congress  passed 
it  and  tendered  it  to  the  trade,  and  the  trade  turned  its  back  on  that 
section  of  the  law  which  provided  that  two  men  should  meet  and 
agree  that  at  a  future  date  one  of  them  should  deliver  and  the  other 
would  accept  cotton  of  a  grade.  You  do  not  use  that,  but  you  are 
using  another  section  of  the  law  which  provides  that  at  a  future  date 
the  seller  may  tender  one  of  ten  grades,  that  he  make  up  the  differ- 
ence between  the  value  of  the  cotton  he  tenders  and  the  value  of  the 
cotton  he  proposed  to  deliver  by  a  cash  payment.  Is  that  right? 
so  far?     Am  i  correct  up  to  this  point? 

Mr.    Clayton.  Do  you  mean  all  grades   other  than  middlmg, 
above  and  below? 
The    Chairman.  Yes. 
Mr.  Clatyon.  Yes,  sir;  that  is  correct. 

The  Chairman.  All  right.     Then  the  latter  device,  where  you 
bring  buyer  and  seller  together  to  strike  a  bargam,  to  make  a  delivery 
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and  to  receive  goods  at  a  future  date— this  is  my  question,  and  I 
would  ike  to  get  your  real  thought  on  it,  and  I  know  you  have  studied 
It  a  lot— does  not  that  give  the  seller  the  edge  in  that  transaction? 
Aren  t  you  giving  the  seller  there  a  ri^ht  that  you  do  not  give  to  the 
^^y^^\\^^^.^^^^^^  I  am  asking  this  question  on  the  knowledge 
that  1  have  from  service  on  this  commission,  that  there  is  nothing 
more  delicate  m  the  world  than  the  meeting  of  a  buyer  and  seller 
If  your  transaction  is  to  be  just,  in  my  opinion  vou  have  to  keep  on 
a  level  You  must  keep  them  in  balance.  Does  not  that  second 
contract,  which  allows  the  seller  the  option  of  making  delivery  of 
certain  grades  of  cotton  and  making  the  difference  up  with  cash  bv  a 
cash  payment  of  some  kind,  by  the  payment  of  the  difference— don't 
you  get  yourself  out  of  balance? 

Mr.  Clayton.  I  do  not  think  so,  Mr.  Chairman. 

The  Chairman.  Whv  not? 

Mr  Clayton  For  this  reason.  I  take  it  that  any  contract  made 
m  legitimate  trade,  the  terms  of  which  are  well  known  to  both  buyer 
and  seller  when  they  enter  into  it,  both  know  the  terms  of  the  con- 

ilrf^if  J'Tf^^'n?'^  ''''^  ^^  ''''i^''  ^  ^^^^^^  V^^^y-  ^^  yo^i-  section 
10  contract,  Mr.  Chairman,  my  firm  and  any  Arm  of  cotton  merchants 

will  sell  any  quantity  of  section  10  contracts  if  they  find  anybody 
to  pay  the  price.  There  is  the  trouble.  There  is  nobody  that  will 
come  in  there  and  buy  a  section  10  contract  and  pay  the  price  that 
will  warrant  us  to  contract  ourselves  to  furnish  specific  cotton  We 
deal  w;ith  the  people  who  want  specific  cotton  directly.  There  is  no 
necessity  for  interposing  any  other  facilitiy  through  which  the  cotton 
has  to  be  moved  and  classed  and  handled  by  that  facility  and  ware- 
housed and  moved  to  its  point  of  origin  and  then  picked  up  a^ain 
and  moved  to  destination.  We  take  it  direct  from  wfiere  it  orlgii^tes 
to  Its  destination.  So  that  there  is  no  necessity  for  section  10  con- 
tracts, and  they  never  will  be  traded  in. 

The  Chairman.  In  other  words,  in  your  transactions  in  the  sale 
01  cotton  to  spinners  or  to  anyone  else,  you  actually  deUver  the  cotton, 
lou  buy  the  cotton  and  you  sell  the  cotton? 

Mr.  Clayton.  I  beg  your  pardon. 

u  '^f    Chairman    In    your    actual    transactions,    you    physically 
handle  the  cotton  ?  *    j        f  j      «"j 

Mr.  Clayton.  Yes,  sir. 

The  Chairman.  All  right.  Then  you  say,  "  I  have  no  use  for  this 
section  10  proposition,  because  when  we  deliver  the  cotton  we  actually 
take  It  and  deliver  it,  and  we  own  the  cotton  and  see  it."  That  is 
true,  isn  t  it? 

Mr.  Clayton.  Yes,  sir;  that  is  the  way  in  which  we  do  the  spot 
cotton  business.  ^ 

The  Chairman.  All  right.  That  is  a  cash  transaction,  where  you 
physicaUy  handle  the  cotton,  and  so  you  say  you  have  no  use  for 
section  10. 

Mr.  Clayton.  Yes,  sir. 

The  Chairman.  Why  did  vou  use  this  other  provision  of  the  law, 
which  I  thmk  is  section  5,  which  you  contract  to  deliver  goods,  and 
then  the  law  allows  you  an  option  there  of  what  kind  of  goods  you 
can  dehver?  Do  you  think  that  that  law  as  it  stands,  making  that 
provision,  keeps  your  buyer  and  seller  of  future  contracts  for  deliyery 
and  the  receipt  of  cotton  in  balance? 


Mr.  Clayton.  Absolutely,  Mr.  Chairman. 

The  Chairman.  How  does  it?  ,      n 

Mr.  Clayton.  It  does  for  the  reason  that  both  buyer  and  seller 
know  the  contract,  and  if  there  be  to  the  buyer  any  disadvantage  in 
having  received  any  one  of  ten  different  grades  and  not  know  it,  it  is 
all  equalized  in  the  price.  r    i,        n 

Wliatever  option  there  may  be  exists  on  the  part  of  the  seller. 
There  is  not  only  an  option  in  the  deUvery  of  10  different  grad^, 
but  there  is  an  option  about  whether  he  will  deUver  the  first  or  the 
last  day  of  the  month.  Those  are  two  factors  which  you  might  say 
are  against  the  buyer,  but  it  is  equalized  in  the  price. 

The  Chairman.  All  right.  If  you  have  got  there  a  contract 
under  the  present  law,  perfectly  legal,  which  gives  the  seller  the 
right  to  select  the  number  of  ^ades  he  can  deliver,  which  is  m  the 
law  in  section  5,  30  days'  time  in  which  to  do  it,  the  selection  of  any 
day,  that  is  another  advantage.  When  you  give  him  ten  different 
markets  in  which  to  make  deUvery,  haven't  you  further  mcreased 

that  advantage? 

Mr.  Clayton.  There  is  no  question  but  what  southern  warehouse 
delivery  gives  another  option  to  the  seller,  and  it  must  be  studied  on 
that  basis  There  is  no  question  about  that.  At  the  same  time,  I 
fail  to  see  what  difference  it  makes,  whether  the  cotton  is  delivered  at 
four  or  five  w  Jl-known  spot  markets  in  the  South,  where  there  is  plenty 
of  spot  business  being  transacted  all  the  time,  whether  it  is  deDvered 
there  or  delivered  in  the  city  of  New  York.  I  do  not  see  why  it 
should  not  be  delivered  in  the  South. 

The  Chairman.  Of  course,  you  say  you  wonder  about  that.  My 
impression  is  that  the  more  points  of  dehvery  you  have  withm  the 
actual  cotton  fields,  the  more  apt  you  are  to  get  speed  and  heavy 

d  eliv  eries . 

Mr.   Clayton.  That  is  where  we  have  these  deliveries  on   the 

spot  cotton. 

The  Chairman.  Yes.  i.-i    *    rm, 

Mr.  Clayton.  Let  us  study  the  spot  business  a  little  while.  Ihe 
farmer  sells  his  cotton  to  the  small  dealer  in  the  Uttle  town,  who  sells 
to  another  dealer  in  a  rather  larger  town,  and  who  in  turn  sells  to  a 
merchant  at  Dallas  or  Houston  or  wherever  it  may  be.  The  cotton 
is  all  handled  there.  The  farmer  in  the  heat  [height]  of  the  season  in 
October  and  November— I  expect  we  have  at  times  probably  a 
hundred  thousand  bales  ginned  a  day.  Why  should  we  have  heavy 
deliveries  on  the  future  contract?  If  it  is  to  the  advantage  of  the 
man  that  has  the  cotton  and  to  the  man  who  has  bought  it,  why 
should  not  he  perform  that  function,  and  deliver  a  hundred  thousand 
bales,  if  you  will?  The  cotton  market  is  a  world-wide  market.  You 
have  got  buyers  all  over  the  world.  In  Liverpool,  in  Havre,  in 
Bremen,  in  Italy,  you  have  them  everywhere.  They  watch  this 
market.  This  market,  I  do  not  care  if  we  had  two  hundred  thousand 
bales  delivered  on  southern  warehouse  delivery,  but  future  markets 
will  never  go  below  the  value  of  that  cotton  at  the  point  of  delivery. 
There  are  people  everywhere  that  watch  it  and  buy  it  when  it  comes 
to  that  point.     There  is  an  absolutely  automatic  stop  to  it. 

The  Chairman.  You  are  talking  about  something  that  I  do  not 
know. 
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It  is  my  recollection  that  I  saw  lately  your  future  level  has  been 
traveling  helow  cash  level. 

Mr.  Clayton.  At  the  present  time  it  is  considerably  above. 

The  Chairman.  Has  it  been  below?  Has  not  there  been  a  period 
when  it  was  below? 

Mr.  Clayton.  Yes,  and  there  always  will  be.  It  is  impossible  to 
devise  any  future  contract  which  is  workable,  which  will  travel  right 
alons:  absolutely  with  the  value  of  middling  cotton.  If  you  make  a 
middling  contract  and  have  it  deliverable  to  these  different  points  in 
the  South,  possibly  it  might  travel  along  with  the  value  of  middling 
contracts,  but  you  would  destroy  a  function  that  the  contract  is  sup- 
posed to  pass  along. 

The  Chairman.  That  is  the  hedging  process? 

Mr.  Clayton.  That  is  the  hedging  process. 

The  Chairman.  If  the  future  price  is  traveling  below  the  current 
market  price,  and  keeps  traveling  below,  it  is  not  a  very  good  hedgina 
proposition,  is  it?  »  &    » 

Mr.  Clayton.  That  depends,  whether  it  is  or  not.  The  near 
month  may  be  50  points  below  the  value  of  spot  cotton,  below  the 
value  of  middling.  That  is  possible.  And  some  distant  month  it 
niay  be  above  the  value  of  spot  cotton.  The  opinion  is  often  expressed 
that  having  futures  under  spot  cotton — I  am  encroaching  upon  my 
time,  Mr.  Chairman.  • 

The  Chairman.  It  is  my  fault  too,  and  1*11  have  to  permit  you  to 
go  ahead  and  conclude  your  remarks. 

Mr.  Clayton.  Having  futures  under  spot  cotton  is  bad  for  the 
producer.  It  is  a  bear  market.  I  disagree  with  that  view.  I  think 
the  statement  of  the  proposition  disproves  it.  If  futures  are  selling 
50  points  under  spot,  it  shows  a  strong  spot  market,  and  in  time  the 
future  situation  will  make  it  up  to  spots.  The  statement  of  the  propo- 
sition disproves  it. 

The  Chairman.  All  right,  Mr.  Clayton,  we  thank  you.  We  have 
made  a  good  beginning  here  in  the  way  of  observing  the  time  and  so 
forth.  I  have  got  Mr.  Butler  next.  Mr.  Butler,  you  have  a  half 
hour,  and  then  we  will  take  a  recess  and  get  something  to  eat,  and  if 
it  IS  agreeable  to  the  commission  and  the  group  of  genUemen  present, 
we  will  come  back  at  half  past  one  and  go  at  it  again. 

Mr.  Butler.  That  is  satisfactory. 

ADDRESS    OF    MR.    EDWARD   S.   BUTIER,    OF    ITEW    ORLEANS. 
PRESIDENT  OF  THE  NEW  ORLEANS  COTTON  EXCHANGE 

Mr.  BtTTLER.  Mr.  Chairman,  I  propose  in  discussing  this  matter  to 
touch  upon  one  or  two  subjects  in  the  discussion.  The  first  subject 
will  be  the  contract.  It  is  the  sense  of  our  exchange,  which  this  com- 
mittee present  represents— the  New  Orleans  Cotton  Exchange— that 
the  present  contract  is  sufficiently  comprehensive  to  include  the  bulk 
of  the  cotton  grown,  and  that  it  has  maintained  at  some  period  during 
the  last  [life]  of  the  option  a  relation  between  spot  and  futures  more 
than  any  previous  contract  tried  on  the  exchange. 

In  regard  to  the  question  of  southern  deliveries,  this  is  not  a  new 
suggestion.  As  a  member  of  the  New  Orleans  and  New  York  Cotton 
Exchanges,  I  have  heard  it  advocated  the  pasy  twelve  or  fifteen  years. 
It  has  been  inquired  into  by  committees  and  rejected  as  impracticable. 


Mr.  Clayton  has  touched  upon  the  expense  to  be  saved  in  certifi- 
cating cotton,  because  the  cotton  is  brought  to  New  York.  If 
tendered  at  southern  markets,  the  same  procedure  and  same  expense 
would  occur.  It  must  be  certificated  through  the  agency  of  the 
United  States  Government  and  delivered.  The  question  of  freight, 
of  course,  from  the  southern  point  to  New  York  would  be  saved,  but 
there  are  certain  economies  to  be  derived  in  receiving  your  cotton  in 
New  York;  for  instance,  foreign  freights  are  materially  lower  and 
readily  obtainable  in  New  York,  where  they  would  not  be  at  southern 
points.  And  may  I  ask  here  if  the  southern  points  intended  are 
ports  or  all  interior  points?  That  has  not  been  brought  out.  I 
would  like  to  know  what  the  points  are. 

The  Chairman.  Mr.  Butler,  there  has  been  no  definite  name  of 
places. 

Mr.  Butler.  The  reason  I  asked  this  question  is  because  that 
would  have  a  material  bearing  upon  the  matter. 

The  Chairman.  Of  course  it  would.  I  can  see  readily  there 
would  be  quite  a  different  argument  made  for  one  point  of  delivery 
in  the  South  and  ten  points  of  delivery. 

Mr.  Butler.  The  reason  I  asked  this  question  is  because  I  would 
then  want  to  know  what  qualifications  would  be  necessary  for  a  point 
to  be  a  designated  point,  because  I  contend,  that  [if]  it  wovM  he  [were] 
simply  a  question  of  volume  or  receipts,  or  warehouse  facilities, 

Erobably  twenty-five  points  in  the  South  could  qualify,  and  would 
ave  every  right  to  qualify  as  other  points,  if  they  had  equal  advan- 
tages. I  can  not  see  any  benefit  to  be  derived  from  having  deliveries 
at  southern  points,  and  on  the  contrary  I  can  see  possibly  a  great  deal 
of  disaster  in  store  for  the  producer  or  farmer.  It  would  mean  that 
large  interests  in  the  cotton  Dusiness  should  control  or  own  compresses 
at  the  points,  or  would  own  or  control  compresses  at  the  points  and 
would  hold  a  club  of  a  large  amount  of  cotton  ready  to  tender  on  a 
moment's  notice  on  contracts,  and  the  mere  fact  that  it  was  simply 

Eossible  to  give  you  two  hundred  thousand  or  three  hundred  thousand 
ales  of  cotton  would  be  sufficient  influence  to  scare  everybody  out  of 
the  contracts,  whether  it  was  actually  tendered  finally  or  not. 

Besides,  every  small  buyer  of  contracts  would  be  entirely  elimi- 
nated, and  many  of  the  lai^e  buyers  of  contracts,  because  it  would  be 
necessary  to  maintain  an  efficient  organization  in  the  various  markets 
in  the  South  to  take  up  this  cotton.  I  for  one  believe  that  it  would 
mean  the  end  of  the  future  business,  and  naturally  that  would  be  to 
the  disadvantage  of  the  cotton  producer  and  manufacturer  and  mer- 
chant and  banker,  because  I  believe  that  the  future  business  does 
perform  an  economic  necessity  [function]  in  the  cotton  business  and 
furnishes]  an  insurance  feature,  which  although  not  perfect,  is  the 
very  best  that  has  been  devised  by  the  best  brains  possibly  in  the 
cotton  business  for  the  last  40  years,  and  it  has  not  oeen  lax  in  its 
attention  by  Congress  either.  They  have  looked  into  the  matter  and 
passed  laws  right  on  that  point. 

The  Chairman.  We  found  in  the  investigation  of  grain  that  there 
were  periods  covering  considerable  length  of  time,  in  which  the 
hedging  device  used  as  the  form  of  insurance  lost  money  for  the 
fellow  who  was  using  it  and  did  not  save  it.  Does  that  occasionally 
happen  in  cotton  I 
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Mr.  Butler.  Yes,  it  does  occamonally  happen,  just  like  in  the 
insurance  business,  if  the  insurance  company  fails  you  do  not  collect. 

The  Chairman.  So  it  is  not  a  very  perfect  form  of  insurance,  is  it? 

Mr.  Butler.  No,  sir.  I  do  not  contend  that  the  future  contract 
is  a  perfect  contract  or  that  it  can  be  perfected;  but  I  do  believe  it  is 
as  good  as  any  insurance  policy  that  you  can  get,  just  as  good  as  one 
you  can  get  on  your  house,  which  covers  a  risk.  It  is  not  perfect. 
There  are  too  many  various  changing  conditions  and  elements  that 
enter  into  the  cotton  business  every  year,  the  matter  of  growth, 
financing,  etc.,  from  year  to  year,  to  make  a  contract  which  would  fit 
conditions  under  all  circumstances.  It  can  not  be  done.  A  contract 
that  would  function  this  year  would  not  function  next  year. 

I  think,  in  order  to  go  on  with  the  discussion,  it  would  be  better 
possibly  to  have  me  asked  some  questions. 

The  Chairman.  All  right.  Dr.  Stevens,  would  you  like  to  ask 
Mr.  Butler  any  questions? 

Doctor  Stevens.  Yes. 

The  Chairman.  What  do  you  think  about  this  establishment  ( f 
differences  as  now  practiced  in  the  United  States? 

Mr.  Butler.  In  discussion  [discussing]  the  southern  warehouse  de- 
liveries, that  is  of  all  importance,  and  1  have  not  heard  it  discussed 
by  the  proponent  as  to  lust  what  difi'erences  would  prevail  if  south- 
ern deliveries  were  made.  For  instance,  the  New  Orleans  market 
IS  quoted  by  a  number  of  paid  classers,  assisted  by  the  United  States 
Government,  a  member  of  the  Bureau  of  Markets  and  the  Bureau 
of  Economics,  lihe  farmer  [market]  is  quoted  on  actual  sale  of  spot 
cotton  or  bona  fide  bids  to  buy  cotton.  We  believe  this  as  near 
correct  as  it  can  possibly  be  quoted. 

The  New  York  market  is  quoted  on  a  different  basis  entirely.  It 
is  quoted  on  the  average  ol  the  ten  different  designated  markets 
specifically  picked  out  for  that  purpose,  the  reason  being  that  con- 
ditions are  different,  because  New  York  has  been  declared  by  the 
bureau  as  not  a  spot  market.  In  southern  deliveries  I  can  see  no 
reason  why  dehvenes  can  not  be  made  in  New  York.  A  very  promi- 
nent member  of  the  New  York  Cotton  Exchange  told  me  yesterday 
that  19  million  bales  of  cotton  went  to  New  York  in  the  last  16  years. 
Nineteen  million  bales  of  cotton  have  gone  through  the  port  of  New 
York,  not  for  dehvery  on  contract  particularly,  but  for  shipment 
abroad  or  to  spinners. 

The  Chairman.  That  means  ten  per  cent  of  the  cotton  production 
of  the  United  States  goes  through  New  York  ? 

Mr.  Butler.  Yes;  about  that.  It  is  an  average  of  practically  ten 
per  cent,  possibly  a  little  more. 

The  Chairman.  It  is  a  pretty  good  spot  market,  isn't  it? 

Mr.  Butler.  The  cotton  did  not  aU  stay  in  New  York.  I  have 
the  figures  of  what  amount  was  delivered  on  contracts  that  went 
there  for  that  specific  purpose  and  did  stay  there  for  some  length  of 
time,  proving  that  whenever  New  York  will  pay  the  price  for  cotton 
they  can  get  it. 

Doctor  Stevens.  I  would  like  to  ask  Mr.  Butler  how  much  of  that 
cotton  is  through  cotton  and  how  much  of  it  is  cotton  that  is  actually 
bought  and  sold  in  New  York  ? 

Mr.  Butler.  I  do  not  exactly  understand  the  question.  Do  you 
mean  on  the  spot,  New  York,  or  bought  by  New  York  merchants? 


Doctor  Stevens.  A  contract  made  in  New  York  and  not  made 

outside.  ,  ,      J.J.      x.       x^i. 

Mr.  Butler.  Then  you  refer  to  the  amount  of  cotton  bougnt  on 

contract?  .    ,  ^'   ,         u  xi  ^ 

Doctor  Stevens.  How  much  of  that  cotton  went  through  JNew 

New  York,  not  bought  and  sold  in  the  New  York  market? 

Mr.  Butler.  That  I  can  not  answer;  I  do  not  know;  but  I  can  tell 
vou  how  much  was  delivered  on  contracts,  because  I  have  got  the 
'figures  right  here,  during  that  period.     One  year  there  was  as  much 
as  a  million  bales.     These  are  the  figures,  for  instance— supposing 
we  go  back,  cotton  delivered  on  contracts  on  the  New  York  Cotton 
Exchange  during  the  follo^^ang  years.     I  will  go  back  as  far  as  1905; 
that  is  reasonable.     In  1905  there  were  478,500  bales.     In  the^year 
1906  there  were  459,600  bales.     In  1907  there  were  400,200  bales. 
In  1908  there  were  506,800  bales.     In  1909-1910  there  were  1,500,300 
bales.     And  during  that  period,  in  the  four  months,  over  700,000 
bales  went  to  New  York  m  that  year  in  four  months,  proving  that 
cotton  can  go  to  New  York  very  readily  and  very  easily. 
The  Chairman.  What  happened  to  the  Sully  year? 
Mr.  Butler.  The   Sully  year  was    1903-1904,    and   there   were 
2,875,000  bales  which  went  to  New  York. 
The  Chairman.  Was  the  name  "Sully'  ? 
Mr.  Butler.  Yes,  sir. 

The  Chairman.  He  bought  a  great  deal?  ^  ^     „  ^      ^ 

Mr.  Butler.  Yes;  he  bought  a  great  deal,  and  finally  went  out 
because  he  could  not  pay  for  it  on  March  18th.  , , ,  .^ 

In  1912  there  were  499,300  bales.  In  1913  there  were  414,o00 
bales  In  1914  there  were  169,600  bales.  In  1915  there  were  154,800 
bales'  In  1916  there  were  137,400  bales.  In  1917  there  were  105,200 
bales  In  1918  there  were  127,500  bales.  In  1919  there  were  85,400 
bales  In  1920  there  were  267,700  bales.  In  1921  there  were  536,000 
bales.     And  in  1922  there  were  279,000  bales. 

The  Chairman.  Now,  Mr.  Butler,  if  you  subtract  those  contract 
deliveries  from  your  total,  it  does  not  make  New  York  as  much  of  a 
spot  market  as  it  would  appear  to  be. 

Mr.  Butler.  No,  sir;  but  it  does  prove  that  cotton  readily  ^oes 
to  New  York.  There  is  no  particular  purpose  to  bring  cotton  mto 
New  York  as  long  as  there  are  no  mills  to  consume  it,  or  a  delivery  to 
be  made  on  a  contract,  or  to  deliver  it  to  a  mill,  or  store  it  and  ship  it 
abroad  So  that  cotton  does  not  naturally  seek  New  York  as  a  port 
of  deposit,  and  that  is  possibly  the  reason  that  it  is  not  regarded  as  a 
spot  market,  but  the  thing  that  I  am  trying  to  bring  out  is  that  cotton 
can  readily  go  to  New  York.  There  is  another  reason  that  is  so,  and 
that  is  that  all  freight  rates,  particularly  by  water  froux  southern  ports 
by  sea— and  cotton  can  be  shipped  from  New  Orleans  to  New  York 
on  a  regular  adverti^d  rate  on  the  American  Line  of  35  centfi,  from 
Galveston  for  35,  from  Savannah  about  25,  and  Norfolk  15,  and  bv 
chartered  boats  I  have  shipped  it  as  cheap  as  25  cents  to  New  York 

from  New  Orleans.  .  t     •  i,x  •  j 

The  Chairman.  Right  in  that  connection,  am  I  right  m  under- 
standing that  cotton  has  never  enjoyed  a  carioad-lot  rate? 

Mr.  Butler.  Yes,  sir.    A  carioad.  rate  would  not  be  advantageous 
to  cotton.     It  would  be  detrimental. 
The  Chairman.  Why  not? 
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Mr.  Butler.  For  the  simple  reason  that  the  quantity  of  cotton 

frown  is  grown  in  small  quantities  by  numerous  farmers  and  is  not  all 
arvested  at  one  time.  Many  men  grow  a  great  deal  less  than  a  car- 
load lot,  and  even  if  they  did  grow  more,  they  would  have  to  hold  it 
to  complete  the  shipment,  and  as  the  best  price  obtainable  is  often 
by  rushing  it  to  market  quickly,  or  holding  it  back,  as  the  case  may 
be,  he  would  have  to  pay.  Many  farmers  do  not  produce  over  ten  or 
twelve  bales  of  cotton,  and  they  could  not  enjoy  the  rate.  Cotton 
does  enjoy  a  carload  rate  from  California,  I  am  told,  and  it  is  a  detri- 
mental proposition,  and  that  is  the  only  place  the  rate  is  in  effect. 

The  Chairman.  I  would  like  to  sit  up  at  night  and  pray  over  the 
proposition  that  a  carload  rate  is  disadvantageous. 

Mr.  Butler.  It  is  disadvantageous  to  cotton. 

The  Chairman.  It  is? 

Mr.  Butler.  Yes,  sir;  undoubtedly.  I  made  an  argument  against 
it  before  the  War  Trade  Board  several  years  ago,  and  if  I  have  got  it 
I  will  look  it  up  and  send  it  to  you. 

The  Chairman.  I  would  like  to  have  it. 

Mr.  Butler.  It  would  increase  the  rate  on  less  than  carload  lots, 
which  would  be  in  the  majority.  Cotton  is  handled  in  small  quan- 
tities rather  than  large  quantities  by  the  iiidividual  farmers;  by  the 
merchant  of  course  it  is  handled  in  larger  quantities.  My  conten- 
tion is  that  New  York  is  fullv  capable  of  getting  all  the  cotton,  is  in 
close  enough  proximity  to  the  Cotton  Belt  to  attract  all  the  cotton 
necessary,  is  favored  by  freight  rates  leading  to  New  York,  and 
there  is  no  necessity  of  liquidating  a  New  York  contract  with 
southern  deliveries.  I  also  ask,  if  that  is  the  case,  that  southern 
deliveries  should  be  made  as  a  liquidation,  presuming  that  to  be  the 
case  on  New  York  contracts,  and  I  presume  the  same  would  hold 

food  on  the  New  Orleans  Cotton  Exchange.     Is  that  so  or  not? 
Tould  the  same  apply  to  New  Orleans,  that  southern  deliveries 
should  be  made  against  New  Orleans  contracts? 

The  Chairilan.  I  am  not  competent  to  answer  that.  Have  you 
anything  to  say  on  that.  Dr.  Stevens  ? 

Doctor  Stevens.  I  would  say  that,  so  far  as  the  consensus  of 
opinion  shows  from  what  we  have  gathered,  it  would  be  supposed  to 
apply,  but  I  do  not  think  it  necessarily  is  so. 

Mr.  Butler.  It  changes  the  discussion  somewhat,  if  it  does  or 
does  not.  If  it  does  not,  then  it  means  that  we  have  two  different 
contract  markets,  and  take  your  choice — trade  in  New  Orleans  and 
get  your  cotton  in  New  Orleans,  or  trade  in  New  York  and  get  it  at 
5  or  6  or  7  points,  or  whatever  the  number  of  designated  markets 
would  be.  The  result  will  be  that  one  market  will  fall  and  the  other 
will  survive.     The  trade  will  choose  the  one  it  likes  best. 

The  Chairman.  In  relation  to  that,  I  wish  you  would  not  take 
your  seat  until  you  explain  to  us  the  operation  of  the  disinterested 
committee  at  New  Orleans  that  fixes  upon  the  cash  quotation.  Mr. 
Clayton  points  out  that  that  is  not  much  good  compared  to  New 
York  scheme.     I  have  always  kind  of  warmed  to  the  New  Orleans  idea. 

Mr.  Butler.  I  do  not  think  Mr.  Clayton  meant  it  just  in  the  way 
you  have  stated  it,  or  just  in  the  way  you  have  grasped  it.  Mr. 
Clayton  probably  meant  that  one  scheme  was  better  for  New  Orleans 
and  the  other  better  for  New  York,  due  to  the  different  conditions 
existing  in  the  two  markets,  and  I,  as  a  member  of  both  the  New  York 


and  New  Orleans  Exchanges,  probably  subscribe  to  that  opinion 
myself.  I  do  for  this  reason,  that  the  conditions  are  entirely  different. 
In  New  Orleans  for  the  last  five  years  we  have  had  a  maximum  stock — 
up  to  a  year  ago — of  at  least  500,000  bales  of  cotton  at  one  time,  and 
never  less  than  about  200,000  bales  of  cotton— up  to  the  past  year. 
So,  there  was  suflScient  cotton  always  there  to  accurately  quote  the 
price  of  cotton,  out  of  bona  fide  sales  made  in  the  market  that  day, 
or  bona  fide  bids  and  offers.  In  New  York  the  conditions  are  dif- 
ferent. There  is  no  particular  reason  for  cotton  to  go  to  New  York 
unless  to  satisfy  a  contract  or  to  be  used  in  an  economic  way  to  go 
to  a  mill  or  to  export  abroad.  So  that  there  are  not  actual  daily 
sales  of  spot  cotton  in  New  York,  in  order  to  quote  the  market, 
and  it  would  be  very  difficult  to  arrive  at  the  value  of  cotton  there, 
there  being  very  little  actual  spot  cotton  traded  in  in  that  market. 

So  if  it  was  contended  that  an  average  of  the  various  spot  markets 
throughout  the  country  should  be  the  guide,  a  sufficient  number 
would  give  a  fair  quotation  for  New  York.  The  New  York  contract 
immediately  reflects  that  price  quoted.  The  contract  itself  adjusts 
that.  It  is  adjusted  through  the  contract.  So  that  I  think  that 
there  should  possibly  be  a  different  method  of  quoting  the  two 
markets.  Whether  the  ten  markets  are  a  sufficient  number  or  too 
many— possibly  five  might  do— the  less  number  you  have  possibly 
the  more  accurately  you  could  quote  it;  maybe  ten  is  all  right,  I 
really  am  not  prepared  to  say  that;  but  I  do  sav  this,  that  it  is  about 
as  good  a  proposition  as  I  can  think  of,  with  this  exception,  that  we 
want  a  little  closer  supervision  from  the  Bureau  of  Markets  and 
Economics  to  see  that  these  markets  keep  their  differences  right.  I 
think  the  problem  is  pretty  well  solved  as  it  is  to-day. 

The  Chairman.  Dr.  Stevens,  do  you  want  to  ask  Mr.  Butler  some 

questions?  ^  ,  .,    .  ^i 

Doctor  Stevens.  Did  I  understand  you  to  say  that  there  was  no 
real  reason  for  cotton  to  go  to  New  York,  except  for  deUvery  on  a 

future  contract?  .  ; 

Mr.  Butler.  No,  sir.  I  said  there  was  no  particular  reason  lor 
cotton  to  go  to  New  York  except  to  satisfy  a  mill  contract  via  New 
York,  or  to  go  there  to  be  stored  for  shipment  to  Europe,  due  to  the 
advantage  of  ship  freights  and  ship  exchange  rates,  or  to  satisfy  a 
future  contract.  . 

Dcotor  Stevens.  Don't  most  of  the  mills  buy  then-  cotton  m  the 
South  and  have  it  shipped  direct?  Is  there  any  appreciable  volume 
of  mill  sales  in  New  York  market  to  manufacturers  of  cotton  in 

New  York? 

Mr.  Butler.  Not  all  cotton  that  is  in  New  York  seeks  New  York 
as  an  outlet.  I  should  think  that  all  of  this  cotton  in  the  years  re- 
ferred to  was  sold  to  mills  or  finally  left  New  York  and  was  disposed 
of,  and  there  had  been  in  the  year  1909-1910,  as  much  as  1,500,000 

Doctor  Stevens.  Mr.  Butler,  how  much  of  those  figiu-es  that  you 
have  there  on  that  list  represents  a  cotton  which  has  originally 
gone  to  New  York  and  then  [been]  tendered  and  taken  up  and  agam 
tendered  and  taken  up  and  again  retendered?  Is  not  this  state- 
ment of  tenders  as  bearing  on  the  spot  conditions  in  New  York  mis- 
leading? 
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Mr.  Butler.  That  cotton  is  in  New  York  all  the  time  faDd]  seeks  an 
outlet.  It  may  be  tendered  and  retendered  for  three  years,  but  it 
finally  goes  to  some  mill.  It  does  not  stay  thtTe  forever.  In  1910, 
during  the  Brown-Hayne  campaign,  as  it  was  called  in  that  year,  a 
number  of  southen;  men  took  cotton  in  New  York,  they  received 
800,000  bales  on  contract  in  New  York  that  year  in  May  and  July, 
and  none  of  it  was  retendered.  They  shipped  the  bulk  of  it  out.  A 
great  deal  of  it  went  to  Liverpool,  considerable  to  Bremen,  and  some 
of  it  to  Havre. 

Doctor  Stevens.  That  was  in  the  case  of  the  Brown-Ha\me  cor- 
ner.    Was  that  a  usual 

Mr.  Butler  (interposing).  I  do  not  consider  it  a  comer.  I  say 
these  gentlemen  found  it  was  cheap  to  buy  the  cotton  and  sell  it  at  a 
higher   price. 

Doctor  Stevens.  Leaving  aside  the  question  of  contracts,  [corners] 
would  you  say  that  that  is  the  normal  thing  to  be  expected  in  New 
York? 

Mr.  Butler.  What  is  the  normal? 

Doctor  Stevens.  The  normal  situation  that  a  great  deal  of  cotton 
would  come  to  New  York  for  delivery  on  contract  to  mills? 

Mr.  Butler.  Providing  the  price  is  right.  I  have  received  con- 
siderable cotton  in  the  23  years  I  have  been  in  business  in  New  York. 
I  have  never  asked  anybody  to  give  me  a  contract  back.  I  have 
never  found  any  trouble  in  liquidating  a  contract  if  it  was  60  or  70 
[points],  from  the  southern  market,  which  it  really  should  be  possible 
to  do  at  nearly  all  times. 

Doctor  Stevens.  Then  you  never  have  been  caught  in  any  squeezes 
in  the  near  positions  in  New  York  for  dehvery? 

Mr.  Butler.  Well,  possibly  a  great  many  of  the  people  that  get 
caught,  if  that  is  the  way  we  put  it,  is  due  to  the  fact  that  they  initiate 
a  transaction  which  is  wrong  in  its  inception.  They  are  caught 
when  they  start.  It  is  not  at  the  finish.  If  they  start  right  they 
will  never  get  caught.  They  sell  it  too  cheap,  not  according  to  the 
cost  of  spot  cotton  in  the  South. 

Doctor  Stevens.  You  speak  of  the  proposition  that  if  the  southern 
warehouse  dehvery  system  was  adopted,  dehveries  being  made  at 
southern  points,  large  amounts  of  cotton  being  accumulated,  what 
some  people  I  suppose  would  call  bear  manipulation  and  depression 
in  the  price  of  the  future  contracts  would  occur. 

Mr.  Butler.  I  think  so. 

Doctor  Stevens.  Is  it  not  true  that  in  many  cases  [ — ]  New 
Orleans  contracts,  being  deliverable  only  at  New  Orleans,  [ — ]  that 
there  are  several  hundred  thousand  bales  of  cotton  in  New  Orleans 
which  could  be  made  deliverable  in  48  hours  ? 

Mr.  Butler.  I  do  not  think  so. 

Doctor  Stevens.  Or  within  the  deliverable  month? 

Mr.  Butler.  Within  the  deliverable  month.  But  I  would  say 
this  about  it,  that  the  cotton  is  only  indirectlv  deliverable  on  con- 
tracts. The  cotton  goes  to  factors.  These  factors  represent  far- 
mers who  have  consigned  it  to  them.  The  man  who  will  ultimately 
have  to  deliver  that  cotton  would  have  to  pay  a  price  to  buy  that 
cotton  from  the  factor  before  he  could  deliver.it.  So  we  think  cotton 
is  practically  eliminated,  unless  the  full  market  price  is  paid  for  it. 


Doctor  Stevens.  Then  you  would  say  that  the  bulk  of  the  stock 
of  cotton  in  New  Orleans— that  is  to  say  the  'puhlic  photogravhh 
[published  figures]  of  New  Orleans  stock,  not  certificated  stock — 
was  [not]  owned  by  merchants?  rm_     ,    „      r   •*    • 

Mr.  Butler.  Yes,   sir.     I  would  say   that.     The  bulk   of  it  is 

owned  by  cotton  factors.  i    ^       i     a 

Doctor  Stevens.  Isn't  that  true  of  the  other  markets,  also! 
Mr.  Butler.  Well,  I  do  not  think  so.  The  other  markets,  the 
interior  markets  particularly,  very  few  of  them  have  factors.  The 
buyers  located  in  the  interior  markets  buy  and  concentrate  cotton 
rather  than  factors.  There  are  some,  for  instance  m  staple  markets, 
like  Vicksburg,  we  have  factors  there.  i,         •        t 

Doctor  Stevens.  If  a  merchant  desires  to  depress  the  price  of 
cotton,  would  not  it  be  possible  to  accumulate  a  lot  with  the  idea  of 
depressing  the  price  with  the  offer  of  delivery,  in  exactly  the  same  way 
you  do  with  the  southern  warehouse  deliveries? 

Mr.  Butler.  The  difference  would  be  this,  that  in  southern  ware- 
house deliveries  the  man  would  have  to  have  the  organization  to 
take  it  up  at  numerous  points.  You  would  have  to  have  a  national 
organization.  You  would  have  to  be  equipped  to  take  up  cotton 
in  the  various  markets  if  they  would  tender  it  to  you,  under  various 
shipping  conditions.  You  might  not  be  able  to  get  the  foreign  rate> 
if  vou  are  going  to  move  it  out;  whereas,  at  New  Orleans,  you  would 
get  your  cotton  centered  at  one  place,  with  cheaper  insurance,  and 
warehouse  facilities,  where  banking  facihties  are  probably  superior, 
and  where  foreign  rates  are  readily  obtainable  for  all  ports. 

Doctor  Stevens.  Is  it  true  that  most  of  these  concerns  that  take 
contracts  on  cotton  at  New  York  have  to  have  a  New  York  office 

Mr.  Butler.  Not  necessarily.  I  think  the  bulk  of  them  do.  For 
instance,  we  send  a  man  up  there  to  take  ours,  our  own  man. 

Doctor  Stevens.  If  a  man  is  sent  up  to  New  York  City,  that  is  a 
long  distance,  wouldn't  it  be  fully  as  cheap  to  send  a  man  from  [to] 
the  southern  spot  market  or  southern  warehouse  delivery  points? 

Mr.  Butler.  Of  course,  the  cost  would  not  be  anything,  but  we 
may  have  to  send  ten  or  fifteen  men.  There  is  no  particular  point 
we  know  we  are  going  to  get  it.  We  will  get  it  at  the  point  we  want 
it  worst  [least].  For  mstance,  a  Texas  shipper  would  get  it  at  Savan- 
nah, and  a  Georgia  shipper  ^ould  get  it  in  Texas. 

Doctor  Stevens.  May  I  ask  again  on  that  point,  could  not  that 
be  largely  obviated  by  a  system  of  contracts  whereby  the  buyers 
would  indicate  their  preference  as  to  points  of  dehvery,  and  in  the 
order  of  their  indication  the  contracts  or  the  deliveries  offered  on  the 
contracts  [would  be]  cleared  with  reference  to  those  buyere,  so  as  to 
give  certain  individuals  a  choice  [chance]  to  indicate  their  preferences, 
[— ]  the  princi-pal  [buyer]  to  suggest  a  point  where  they  are  most 

wanted  ? 

Mr.  Butler.  I  think  that  would  be  such  a  comphcated  system,  I 

really  do  not  know  whether  it  would  work  or  not. 

Doctor  Stevens.  Isn't  it  done  now  by  private  arrangement  m 
New  York,  as  a  matter  of  fact,  when  a  seller  is  going  to  dehver 
to  the  buyer?     Is  not  there  some  such  arrangement?         ■ 

Mr  Butler.  Not  that  I  kmiw  of.  It  is  a  matter,  of  couree,  of 
agreement.  Anything  can  be  done  by  agreement,  but  there  is  one 
qualification,  you  have  to  have  a  law  to  that  effect. 
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Doctor  Stevens.  But  can't  you  do  it  by  the  payment  merely  of  a 
small  premium  and  get  the  kind  of  cotton  you  want  on  delivery? 

Mr.  Butler.  You  can  do  a  lot  of  things  by  the  payment  of  a  small 
premium. 

The  Chairman.  Your  time  has  expired,  gentlemen,  if  it  is  agree- 
able, we  will  take  a  recess  until  half  past  one,  and  I  want  to  say  that 
if  it  is  agreeable  we  will  hear  Mr.  Kankin  at  that  time. 

(Whereupon,  at  12.05  o'clock  p.  m.,  a  recess  was  taken  until  1.30 
o'clock  p.  m.) 

afternoon   SESSION 

(Tuesday,  November  6th,  1923.) 

The  commission  met  pursuant  to  the  taking  of  recess,  at  1.30 
o'clock  p.  m. 

The  Chairman  (Mr.  Murdock).  All  right,  Mr.  Rankin,  we  will 
hear  you. 

STATEMENT  OF  MR.  H.  M.  RAKKIN,  REPRESENTING  NEW 
ORLEANS  COTTON  EXCHANGE,  NEW  ORLEANS,  LA. 

Mr.  Rankin.  I  do  not  know  that  I  can  add  very  much  to  what 
Mr.  Clayton  said  upon  these  questions  under  discussion;  but  there 
are  one  or  two  points  I  want  to  try  to  bring  before  you  and  impress 
upon  you. 

I  think  this  is  the  most  vital  question  that  has  come  before  the 
cotton  trade  since  I  have  been  in  the  business,  and  I  think  it  is  a 
question  that  we  should  consider  very,  very  carefully  before  there  is 
any  action  taken. 

We  have  been  operating  under  the  present  contract  and  the  present 
regulations  for  some  time,  about  nine  years,  I  believe. 

Mr.  Butler.  The  present  contract  was  amended  in  1914. 

Mr.  Rankin.  So  far  as  I  can  see,  I  do  not  think  anybody  has  been 
hurt.  I  believe  the  cotton  trade  has  made  a  step  forward,  and  I 
believe  that  the  farmer,  with  the  exception  of  one  year  when  there 
was  a  near  panic,  has  received  very  good  prices  for  his  cotton.  That 
certainly  has  been  the  condition  for  the  last  two  years. 

I  think  that  we  recognize  that  the  cotton  exchanges  are  a  necessary 
function,  that  they  are  a  legitimate  institution  and  necessary  to  the 
operation  of  the  cotton  business.  That  was  demonstrated  in  1914 
when  cotton  went  from  30  cents  down  to  6  cents  a  pound,  and  the 
day  the  cotton  exchanges  were  opened  we  saw  an  investment  buying, 
or  anyhow  cotton  began  to  advance,  until  we  saw  it  gradually  work 
up  and  go  as  high  as  42  cents. 

I  think  the  most  dangerous  thing  connected  with  the  southern 
delivery  is  this.  You  know  that  it  has  been  stated  here  that  our 
contract  is  a  merchant's  contract.  That  is  very  true,  and  I  do  not 
try  to  refute  that  or  contradict  it.  That  is  so  if  we  say  that  it  is 
directly  a  merchant's  contract;  but  indirectly  it  is  a  producer's 
contract,  and  we  must  bear  in  mind  that  if  the  world  be  clothed  and 
fed,  the  first  man  we  must  bear  in  mind  is  the  producer,  and  any 
legjislation  that  is  proposed  the  first  Question  to  come  up  is  whether 
it  is  goin^  to  affect  the  producer,  ana,  if  so,  how  it  will  affect  him, 
and  whether  or  not  it  will  be  to  his  advantage  or  disadvantage. 


I  contend  that  if  this  southern  delivery  is  put  into  effect  it  is  going 
to  affect  the  producer  in  this  way.  A  great  many  men  are  engaged 
in  the  cotton  ousiness.  I  think  the  middleman  is  essential  and  at  all 
times  takes  cotton  off  the  farmers'  hands,  or  the  farmer  himself,  if 
he  wishes  to  do  so,  can  find  an  outlet  ior  [in]  a  future  contract,  for 
five  or  ten  or  fifteen  or  twenty-five  [bales] — there  is  no  reason  to 
limit  the  number — if  the  various  markets  qualify,  if  these  points  are 
designated  as  southern  deliverv,  I  contend  it  will  give  the  big  interests 
a  chance  to  accumulate  stocks  of  cotton  at  these  points  and  over- 
night to  depress  it  two  or  three  hundred  points  and  give  them  an 
opportunity  to  buy  it  back  and  still  have  the  cotton.  He  can  do 
that  within  a  very  short  time. , 

I  want  to  answer  one  question  that  was  brought  up.  Why  can 
not  that  be  done  in  New  Orleans,  a  southern  point?  Well,  for  this 
reason.  It  was  stated  the  New  Orleans  market  has,  we  will  say, 
often  a  stock  of  three  hundred  thousand  or  four  hundred  thousand 
bales;  but  it  is  not  all  available  for  delivery.  And  then,  furthermore, 
it  is  not  as  easy,  it  is  not  as  practicable,  it  is  not  as  profitable,  to 
concentrate  cotton  at  New  Orleans  as  it  is  at  four  or  five  other  points 
where  people  own  their  own  warehouses. 

Another  feature  is  men  can  receive  cotton  in  New  York  or  New 
Orleans  without  going  to  the  expense  of  sending  men  to  those  various 
points.  For  instance,  we  have  no  office  in  New  York,  but  on  occasion 
we  receive  cotton  in  New  York  because  our  future  broker  takes  care 
of  it.  I  think  nearly  (V^ry  future  broker  in  New  York  and  ]^ew 
Orleans  is  ready  to  receive  spot  delivery,  either  to  receive  or  deliver 
cotton. 

It  seems  to  me  that  relieves  that  side  of  it. 

Now,  the  point  I  make  is  this;  if  these  points  are  designated  for 
southern  delivery,  it  gives  the  large  interests  a  chance  to  slam  at 
one  time  a  half  million  or  a  million  bales  on  the  contract,  which  is 
bound  to  have  a  big  effect.  Another  tiling,  this  contract  made  for 
the  cotton  trade,  it  is  true,  it  is  a  merchant's  contract,  but  it  affects 
all  of  us;  it  affects  the  spinner,  it  affects  the  producer,  and  also  the 
merchant.  We  do  not  want  a  class  contract;  that  is,  we  do  not 
want  a  contract  that  is  favorable  to  one  merchant  as  against  another. 

There  are  hundreds  of  cotton  men,  all  merchants,  scattered  over 
the  Cotton  Belt,  and  it  would  not  be  feasible  for  those  small  merchants 
to  establish  offices  scattered  all  over  or  at  the  varic  us  points  of  deUvery. 

As  has  been  impressed,  gentlemen,  I  think  that  is  absolutely  im- 
practicable. It  is  all  right  for  the  big  firms  to  do  that  but  it  is  not 
all  right  for  the  little  firms. 

Now,  what  might  happen?  I,  as  a  merchant,  would  certainly 
not  want  a  contract,  if  I  bought  it  as  a  hedge  against  a  forward  sale; 
but  I  certaiidy  would  not  want  to  stand  there  and  take  the  cotton 
if  I  thought  it  was  going  to  be  scattered  all  the  way  from  Norfolk  to 
New  Orleans  or  Little  Rock,  or  some  other  point,  because  I  could 
not  use  it  as  a  hedge  then.  I  mean  I  could  not  sell  it  and  ship  it  out, 
and  I  could  not  operate  there  in  less  than  100  bale  lots,  that  is  with 
the  same  ease  that  I  could  on  the  other  proposition. 

Now,  what  happens?  Every  man  who  is  long  on  contracts — 
and  it  is  a  long  contract,  you  know,  that  supports  the  market — 
I  mean  it  is  the  small  buyer  and  the  investor  and  the  small  speculator, 
we  can  not  get  rid  of  that  class,  they  are  all  in  there  buying  cotton. 
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Now,  what  do  they  do  when  it  is  rumored  around  that  two  hundred 
thousand  or  three  hundred  thousand  or  maybe  a  million  bales  are 
going  to  be  delivered  on  contracts?  What  result?  Fright,  fear, 
they  must  run.     You  know  what  that  means  to  a  cotton  market. 

I  was  on  the  New  York  Cotton  Exchange — it  happened  in  New 
Orleans,  too,  but  I  believe  I  was  there  when  cotton  was  18  or  19  cents 
and  the  report  came  out  that  the  Germans  were  going  to  get  busy 
with  their  submarine  boats  and  sink  all  ships.  What  did  cotton  do? 
It  went  down  to  5  cents  a  pound. 

How  do  we  know  that  tnat  same  thing  won't  happen  if  there  are 
a  million  bales  of  cotton  suddenly  offered  on  the  market,  at  the 
interior  points,  where  you  don't  have  to  ship  it  to  New  York  or  New 
Orleans  ? 

The  Chairman.  You  speak  of  the  big  interests.  I  do  not  identify 
just  whom  you  mean  by  the  big  interests  and  I  would  like  you  to 
explain. 

Mr.  Rankin.  I  mean  by  the  big  interests,  the  interests  that  have 
the  money  and  do  the  financing,  are  able  to  finance  a  million  bales 
of  cotton.  I  don't  care  who  they  are  and  I  am  not  going  to  try  to 
specify  them;  in  fact,  I  would  rather  not  do  that,  because  we  know 
tnat  there  are  many  of  them  that  might  be  able  to  do  that.  I  mean 
the  big  operators,  men  who  have  at  their  command  millions  of  dollars 
to  do  what  they  want  to  do  with  it. 

The  Chairman.  Would  Livermore  be  a  big  interest? 

Mr.  Rankin.  I  don't  know  Mr.  Livermore;  Mr.  Livermore  is  not 
a  cotton  merchant.  I  think  he  operates  sometimes.  I  am  talking 
about  the  fellow  that  handles  spot  cotton. 

The  Chairman.  Well,  he  does  not  handle  spot  cotton. 

A  Voice.  He  would  not  know  a  bale  of  cotton  if  he  saw  it. 

Mr.  Rankin.  What  I  am  impressing  on  you  is  the  fear  that  might 
be  created,  and  the  running  from  the  contract.  I  have  seen  that  so 
often.  If  a  man  does  not  want  cotton,  what  does  he  do  ?  He  goes 
and  sells  out  the  contract.  If  they  all  do  it  at  once,  what  will  happen  ? 
We  see  a  depressed  market.  It  disturbs  the  goods  market,  it  disturbs 
all  classes  oi  the  cotton  trade. 

There  is  another  point  I  would  like  to  impress  upon  you.  I 
believe  the  exchanges  that  buy  the  contract  for  the  customer  should 
have  supervision  of  the  contract.  Thev  are  responsible.  They 
have  gone  to  a  great  deal  of  trouble  to  build  up  their  reputation; 
and  to  see  that  the  cotton  is  properly  warehoused,  to  see  that  it  is 
properly  weighed;  and  also  to  see  that  everything  is  absolutely  right. 
As  it  is  now  I  think  there  can  not  be  any  complaint  along  that  line. 

We  must  remember  that  this  contract  is  a  buyer's  contract  as  well 
as  a  seller's  contract,  and  vice  versa;  and  whenever  we  establish  a 
condition  or  put  on  the  trade  a  condition  which  makes  it  either 
favorable  to  the  buyer  or  seller,  I  think  that  is  not  quite  just. 

I  don't  know  of  anything  else  that  I  can  say,  that  is,  in  favor  of 
it.     It  is  very  plain  to  me. 

The  Chairman.  Perhaps  Dr.  Stevens  would  Uke  to  ask  some 
questions. 

Doctor  Stevens.  I  would  like  to  ask  if  the  small  merchant  is  really 
interested  particularly  about  the  future  market,  any  mrre  than  that 
the  future  market  should  fimction  in  the  best  possible  way  for  his 
interests. 
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Mr.  Rankin.  Yes;   the  small  merchant  is  interested  and  it  is  im- 
portant to  him.     We  see  that  in  every  class  of  trade,  particularly 
the  cotton  trade,  and  I  think  he  has  learned  that  when  he  sells  a 
hundred  bales  of  cotton  to  a  mill  he  may  sell  it  in  July  or  he  may 
sell  it  in  June  or  April,  and  he  has  no  protection  at  all  against  his 
trade  except  to  buy  a  future,  and  I  don't  think  he  should  be  robbed 
of  that  privilege.     I  do  believe,  though,  he  might  be  forced  to  sell 
out  his  contract  or,  rather,  he  might  be  scared  to  death  and  sell  it 
out  before  his  time,  before  he  could  buy  his  spot  cotton  to  advant^e; 
or  he  might  have  to  buy  too  early.     The  practical  working  of  it 
should  be  if  he  sells  a  hundred  bales  for  October  delivery  and  sells 
it  in  May  that  he  should  hold  that  long  contract  until  October,  and 
then  he  has  to  buy  his  hundred  bales  and  it  may  be  that  the  firm 
that  he  buys  it  from  wants  to  dump  a  hundred  bales  on  him  in 
Pensacola  or  Dallas,  and  he  does  not  want  it  there,  he  wants  his 
cotton  at  a  certain  place  where  he  can  ship  it  out. 

Doctor  Stevens.  If  the  contract  were  an  even-running  contract, 
or  a  contiguous  grade  contract,  and  an  individual  trader  should 
accumulate  cotton  at  a  particular  point  and  start  to  slam  the  market 
and  the  market  went  down  it  would  go  down  for  the  current  deliv- 
eries, would  it  not,  and  if  it  went  down  for  the  current  delivery 
would  not  there  be  plenty  of  people  to  take  even-running  contracts 
and  sell  the  more  distant  futures  ?  , ,  .       , 

Mr.  Rankin.  No;  I  don't  think  so.  Yes;  there  would  be  plentv 
of  people  who  would  have  plenty  of  finances  to  do  it.     They  would 

depress  the  market •      i_  c» 

Doctor  Stevens.  Could  not  anybody  do  that  m  that  case? 

Mr.  Rankin.  I  agree  with  you;  but  the  Uttle  man  is  not  equipped 
for  that  kind  of  business  to  the  extent  that  the  other  fellow  is. 

Doctor  Stevens.  I  understand;  but  there  is  no  particular  amount 
of  money  required  to  buy  a  hundred  bale  contract,  is  there,  so  far 
as  your  merchants  are  concerned,  or  even  five  hundred  bales,  is  there  ? 

Mr.  Rankin.  Well,  no.  *  ^         i. 

Doctor  Stevens.  Would  it  not  be  true  as  a  matter  of  fact  that 
if  you  started  to  slam  the  market  you  would  probably  lose  all  the 

cotton  you  had  ? 

Mr.  Kankin.  The  fellow  who  has  deliveries,  who  has  the  future 
contracts  sold,  as  it  goes  do\vTi  he  gets  his  profits  on  the  future. 

Doctor  Stevens.  But  if  he  puts  the  price  down  there  is  nothing 
to  prevent  anybody  from  buying  those  contracts  and  selling  them 
for  the  future  deliveries,  is  there?  i  •        i 

Mr.  Rankin.  Yes,  that  is  very  true.  I  am  stronglv  convinced, 
though,  that  even  the  even-running  contract  of  which  you  speak 
would  be  [imlpracticable  and  most  of  all  for  the  producer.  Look  at 
this.  Suppose  a  man  raises  a  hundred  bales  of  cotton.  We  know 
that  is  only  a  hundred  bales  and  he  certainly  would  not  get  a  hundred 
bales  of  even-running  cotton.  He  might  get  the  whole  ten  grades, 
on  that.  Suppose  he  was  forced  to  deUver.  He  could  not  deliver 
a  hundred  bales  of  even-running  cotton. 

Doctor  Stevens.  Then  you  do  not  think  with  an  even  running  con- 
tract* or  with  a  contiguous  grade  contract  that  there  would  be  any 
particular  difficulty  in  that  mere  fact  on  [from]  this  kind  of  manipula- 
tion that  you  have  spoken  of,  commonly  referred  to  as  beai'  manipu- 
lations ? 
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Mr.  Rankin.  With  a  future  contract  I  cannot  see  what  would 
happen  in  that  respect. 

Doctor  Stevens.  Even  with  the  present  contract  is  it  not  true  that 
there  are  limits  below  which  a  person  can  not  force  down  the  current 
delivery  position  by  threatening  to  dehver  cotton? 

Mr.  Kankin.  Forces  down  below  a  certain 

Doctor  Stevens  (interposing).  Yes;  is  there  not  a  limitation  to  the 
extent  to  which  you  can  force  it  down? 

Mr.  Rankin.  Yes. 

Doctor  Stevens.  Well,  what  is  the  basis  of  that  limitation? 

Mr.  Rankin.  I  suppose  that  limitation  was  put  on  to  prevent  that 
sort  of  thing. 

Doctor  Stevens.  As  soon  as  it  became  possible  for  individuals  to 
buv  the  current  marlcet  [month]  that  would  become  impossible? 

Mr.  Rankin.  Yes. 

Doctor  Stevens.  So  that  there  is  always  a  limitation  there? 

Mr.  Rankin.  Yes;  there  is  a  limitation  there. 

Mr.  Butler.  A  great  many  of  these  questions  are  more  or  less 
theoretical  and  the  most  expert  cotton  man  is  not  prepared  to  answer 
them.  I  would  like  to  ask  on  behalf  of  New  Orleans  whether  or  not 
we  could  be  furnished  the  questions  and  answer  them  to-morrow.  It 
is  hard  to  answer  them  oflFhand  in  a  satisfactory  way.  For  instance, 
the  question  as  to  the  even  running  contract  is  really  an  unfair  propo^ 
sition,  I  mean  that  is  really  an  unfair  contract.  The  present  con- 
tracts are  section  5  contracts,  which  we  trade  in,  which  are  average 
grade  contracts  and  not  even  running.  Therefore,  the  question  of 
discussmg  even  running  contract  does  not  enter  into  the  proposition 
of  deUverj  at  certam  pomts  unless  it  is  first  admitted  that  the  southern 
point  dehveries  are  going  to  be  made  at  certain  points. 

The  Chairman.  But  there  is  a  provision  in  the  law  for  even 
running  contracts. 

Mr.  Butler.  Yes;  and  I  would  like  to  explain  that  recently  the 
section  10  contract  was  put  in  to  allow  a  trade  in  every  other  grade 
except  the  ten.  Otherwise  we  could  never  have  traded  in  one  hun- 
dred bales  of  good  ordinary  for  future  delivery,  nor  could  we  have 
traded  in  f.  o.  b.  cotton  at  all.  So  section  10  was  to  permit  trading 
in  every  grade  except  the  ten  specified  grades,  including  as  Imv  as 
those  tenX'^l 

Doctor  Stevens.  I  would  like  to  say  just  this  in  response  to  Mr. 
Butler's  point.  That  with  what  Httle  we  have  learned  about  cotton 
future  trading  there  seems  to  be  a  considerable  body  of  opinion  that 
think  if  southern  warehouse  delivery  is  established  it  will  be  necessary 
to  stiffen  the  contract,  and  it  seems  to  be  also  quite  generally  admitted 
that  the  contract  will  be  stiffened  if  you  run  [use]  an  even  running  con- 
tract or  even  the  three  contiguous  grades  contract.  I  understand  Mr. 
Rankin  to  say  that  one  of  the  objections  to  southern  dehveries  was 
the  fact  that  the  people  would  accumulate  cotton  at  southern  ports 
and  frighten  out  people  who  had  purchased  contracts  by  the  threat 
of  delivery. 

Mr.  Butler.  Or  we  might  say  by  actual  delivery. 

Doctor  Stevens.  Yes.  The  question  I  was  raising  was  whether 
or  not  that  has  occurred  [would  occur]  frequently  as  compared  with 
the  present  contract,  if  you  had  an  even  running  contract  or  a  three 
contiguous  grades  contract,  that  was  all. 


The  Chairman.  I  do  not  think  that  is  a  hypothetical  question;  I 
think  that  is  really  a  very  fair  question. 

Mr.  Rankin.  Well,  it  does  not  exist,  and  of  course  I  can  not  con- 
ceive of  its  existing,  and  I  could  not  foresee  what  would  happen  if  it 

did  exist.  .....        ,     ^v    ,  -r  xi. 

The  Chairman.  Your  position  really  is  this,  is  it  not:  That  if  there 
was  a  provision  in  the  law  for  an  even  running  contract,  and  there  is 
such  a  section  in  the  law,  and  there  was  southern  delivery,  and  even 
though  section  10  was  strengthened  beyond  its  present  strength, 
your  answer  would  be  that  there  would  be  no  business  under  section 

10;  is  that  it?  ,     ,       .i  ij  i.  * 

Mr.  Rankin.  Well,  I  don't  know  whether  there  would  be  or  not. 

I  did  not  answer  that  part  of  the  question. 

Mr.  Butler.  I  would  like  to  try  to  answer  that  question. 

The  Chairman.  Mr.  Rankin  has  the  floor. 

Mr.  Rankin.  I  can't  conceive  of  that  three-grade  contract  or  an 
even-running  grade  contract  being  practical,  and  it  is  quite  difficult 
for  me  to  prophesy  what  would  happen  if  that  were  in  vogue. 
•      The  Chairman.  That  is  a  fair  answer.     The  answer  is  that  you 

can  not  tell? 

Mr.  Rankin.  I  can  not  tell.     I  am  not  a  prophet. 

Doctor  Stevens.  There  is  one  point  I  would  like  to  raise.  In 
other  words,  there  seems  to  be  some  misapprehension  here  As  1 
understand  the  situation,  the  present  contract  while  providing  for 
a  specific  grade  delivery,  that  is  not  the  same  thing  that  we  mean  by 
an  even-running  contract,  although  a  specific  grade  delivery  nught 
be  even  running.  The  proposition  we  have  in  mind  would  go  to  the 
present  sections  of  the  contract  which  deal  with  dehvery  at  differ- 
ences and  prescribe  in  preference  to  that  an  even-running  contract. 
It  would  require  the  delivery  of  an  even-running  contract,  one 
hundred  bales,  say,  but  any  one  of  the  present  ten  grades,  or  per- 
haps an  even  larger  number  of  grades,  would  be  dehverable  on  that 

contract.  ,         i        xi  i.     n 

The  Chairman.  Now,  then,  does  that  alter  the  answer  at  all- 
bee  ause  in  this  last  question   you  left   out   the  contiguous  grade 

^^I?octor  Stevens.  I  do  not  think  so,  Mr.  Murdock,  because  the 
situation  there  is  simply  with  the  even-running  contracts,  or  the 
three  contiguous  grade  contract,  they  are  simply  differences  of 
d^ree.  It  seems  to  be  quite  generally  admitted  by  the  trade  that 
an  even-running  contract  is  a  stiffer  contract  than  the  three  con- 
tiguous grade  contract,  and  those  who  have  sugg^ted  that  one  or 
the  other  should  be  substituted  for  the  present  form  of  contract 
usually  also  said  that  they  thought  contiguous  grade  form  of  con- 
tract was  preferable  to  the  even- running  contract,  because  it  was 
not  quite  so  difficult  to  dehver. 

The  Chairman.  Then,  your  answer  to  the  proposition,  whether 
appUed  to  even-running  contracts  or  to  the  contiguous  contract, 
taking  in  connection  with  southern  delivery,  is  that  you  are  not  a 
prophet  and  you  do  not  know  just  what  would  happen? 

Mr.  Rankin.  Yes,  sir.     That  would  have  to  be  worked  out. 

There  is  another  point  I  would  Uke  to  make,  which  is  this:  As- 
suming that  southern  dehveries  were  allowed,  and  we  wiU  say  a  con- 
tract bought  in  New  Orleans  or  bought  in  New  York,  and  received 


312 


THE  COTTON  TRADE 


THE  COTTON  TRADE 


313 


at  Norfolk,  a  hundred  bales  at  Norfolk.  Well,  the  differences  are 
n^t  the  same  as  you  know,  in  Savannah,  or  in  Norfolk,  or  in  Fort 
Worth,  or  Dallas,  or  Houston,  or  Memphis;  so  when  a  man  bought 
his  contract  the  very  day  he  bought  it  he  could  not  always  tell  or 
realize  what  it  would  be  in  New  York  or  New  Orleans;  but  he  would 
not  know  whether  he  was  gomg  to  receive  cotton  at  a  point  that  was 
advantageous  to  him  or  not,  the  difference  might  be  narrowed  one 
place,  and  I  think  it  would  be  such  a  complex  question  and  it  would 
be  so  unpracticable  to  work  out  the  details— that  is  at  other  points 
Doctor  Stevens.  One  more  question,  if  you  will  allow  me.  Would 
vour  attitude  be  the  same  as  you  have  expressed  if  the  questions 
IwhichJ  were  involved  had  to  do  merely  with  delivery  on  New  York 
contracts^  at  southern  points,  and  had  nothing  to  do  with  deliverv 
at  New  Orleans?  ^ 

Mr.  Rankin.  Yes  sir;  at  either  point,  sir.  I  think  it  is  im- 
practicable. I  think  that  New  York  is  the  [a]  spot  market.  It  has 
been  proved  here  by  much  evidence  that  it  is  very  easy  to  get  cotton 
from  the  South  to  New  York,  and  I  have  been  told  that  it  went  from 
Norfolk  to  New  York  in  48  hours  and  delivered  on  contract  last- 
October. 

Doctor  Stevens.  Is  it  not  very  expensive  to  deliver  it  in  New 
York;  are  not  the  storage  charges  rather  h'^^avy  at  New  York? 

Mr.  Rankin.  Well,  I  am  not  thoroughly  familiar  with  that.  That 
could  be  corrected,  I  presume. 

r  J  T^®  Chairman.  If  the  statistics  sustain  you,  as  you  say  thev  are 
[doj  why  does  the  Secretary  of  Agriculture  refuse  to  recognize  New 
York  as  a  spot  market?     You  say  that  it  is  a  spot  market. 

Mr.  Rankin.  I  think  that  is  for  the  reason  that  the  actual  sales 
are  not  made  daily  there  as  they  are  at  other  points,  of  the  various 
grades.     That  is  all. 

Doctor  Stevens.  Sales  of  all  grades  are  made  every  day  at  New 
Orleans  ?  *^ 

Mr.  Rankin.  Not  every  day,  because  there  is  not  a  demand  every 
day  for  every  grade;  but  we  think  when  there  is  any  business  being 
done  that  New  Orleans  does  its  share.  That  is,  there  is  approxi- 
mately the  same  amount  of  trading  in  New  Orleans  as  in  other 
markets. 

The  (^AIRMAN.  I  am  asking  only  for  information,  and  you  may 
not  be  able  to  answer  this,  but  if  you  can  answer  it  I  wish  you  would 
do  so.  I  am  not  going  to  ask  a  hypothetical  question  but  I  want  to 
know  this  if  you  can  tell  me.  All  grades  of  cotton  are  not  dealt  in 
daily  m  New  Orleans  ? 

Mr.  Rankin.  Well,  they  are  on  the  market.  I  think  I  would  say 
all  grades  are  on  the  market  and  they  are  offered  for  sale  at  some 
price  probably. 

The  Chairman.  Then  all  grades  are  not  offered  for  sale  in  New 
York  daily? 

Mr.  Rankin.  I  do  not  think  so. 

The  Chairman.  And  then  your  idea— I  want  to  get  this  in  my 
mind—is  that  the  Secretary  of  Agriculture  does  not  designate  New 

ork  CMy  as  a  spot  market  because  all  grades  are  not  offered  for  sale 
on  the  New  York  market  daily;  is  that  right? 

Mr.  Rankin.  I  could  not  say  positively  because  I  do  not  know 
what  is  m  the  Secretary's  mind;  but  I  presume  that  might  be  it. 
1  could  not  say.     That  would  be  a  proper  inference  I  think. 


Doctor  Stevens.  Is  it  not  an  opinion  quite  commonly  expressed 
by  people  in  the  trade  that  New  York  is  not  a  spot  cotton  market! 

isir.  Rankin.  Probably  so;  yes.  I  should  think  it  might  be 
termed  that— and  some  would  have  another  opinion.  My  opimon 
is  that  there  are  a  great  many  spot  transactions  going  on,  because  1 
have  bought  and  sold  outside  the  contract  market.  ... 

Doctor  Stevens.  It  would  be  your  judgment,  then,  that  it  is  a 

^^Mr"^RANKiN.  Well,  it  would  be  sufficiently  so  to  take  care  of 
the— to  bring  a  great  deal  of  cotton  there;  that  is,  I  think  there  is  a 
great  deal  of  trading  going  on  among  the  brokere  a^^  the  merchants. 

Doctor  Stevens.  Then  you  do  not  think  that  the  bulk  of  the 
cotton  that  goes  to  New  York  goes  there  for  the  purpose  of  being 
delivered  out  on  future  contracts?  t  .i-  i  t  j     >^ 

Mr.  Rankin.  Well,  I  should  say  so;  yes.  I  think  so;  I  don  t 
know,  but  probably  so.  Of  course  a  great  deal  of  cotton  lays  m 
storage  after  it  is  received  on  contracts.         , ,    ^  ,  ^.^       v    i    • 

Doctor  Stevens.  Well,  we  have  been  told  that  New  York  is  a 
very  poor  place  to  have  rejections  made  on  future  contracts.     Now, 

why  is  that?  ,       ^  ,  i    a  • 

Mr  Rankin.  Let  me  tell  you  that  I  have  never  seen  a  market  m 
my  life  that  was  not  a  poor  place  to  have  rejections.  If  you  ever 
find  a  different  situation  I  would  like  you  to  let  me  know. 

Mr  E  G  Glenn Y  (New  Orleans  Cotton  Exchange).  One  thing  I 
would  like  to  say  in  reference  to  that  even-running  contract  There 
is  a  basic  difference  between  the  even  runnmg  contract  which  the 
merchant  sells  to  the  spinner  and  the  even-running  contract  which 
might  be  included  in  the  future  contract.  The  merchant^akes  a 
private  arrangement  with  a  specific  man  to  take  cotton.  There  ^  a 
meeting  of  the  minds,  as  you  designated,  when  they  make  that 
bargain.  In  the  future  market  laws  must  be  laid  down  which  are 
inviolable,  and  when  I  sell  a  future  contract  I  do  not  know  to  whom 
I  am  selling  it,  and  I  do  not  know  whether  there  can  be  that  meeting 

of  the  minds  that  you  brought  out. 

Now    then    you  must  deliver  50,000  pounds  of  middling  cotton, 
nothing  below  middling,  nothing  above  middling,  on  the  hypothesis 

that  &.  Stevens  put  forth.  t  i.  ^  • 

Doctor  Stevens.  That  is  not  correct.  The  proposition  I  had  is 
simply  that  the  delivery  must  be  even  run,  but  it  may  be  any  one  of 

the  ten  deUverable  grades.  •   'xv.  *i,  * 

Mr  Glenn Y.  Yes;  but  it  must  be  even  running,  m  the  sense  that 
a  contract  of  50,000  pounds  of  cotton  must  contam  nothmg  other 
than  one  of  those  ten  grades.     Is  that  correct? 

Doctor  Stevens.  Practically. 

Mr    Glenny.  Then,  if  I  deliver  45,000  pounds  on  a  future  con- 
tract of  middhng  cotton,  and  one  bale  of  cotton,  or  ten  bales  of  cotton 
in  the  judgment  of  the  official  classifiers  belongs  to  stncily  [stnctl 
middling,  I  am  in  default  on  my  contract 

I  therefore  must  pay  25  points  above  the  price  of  middling  cotton 
then  ruhng  in  that  market,  and  I  would  not  sell  such  a  contract  and 
nobody  else  would  who  was  sane.  .  .u  * 

Doctor  Stevens.  Mr.  Glenny,  does  it  not  occur  at  the  present 
time  when  deUveries  are  made  at  the  present  time  on  future  con- 
tracts  • 
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Mr.  Glenny  (interposing).  You  have  a  leeway- 


Doctor  Stevens  (continuing).  That  there  are  rejections? 
Mr.  Glenny.  Sure.     Those  rejections  are  what? 
Doctor  Stevens.  FaUure  of  the  contract  to  reach  the  grade. 
Mr.  Glenny.  Exactly;  but  they  are  rare. 
The  Chairman.  They  are  what? 

Mr.  Glenny.  They  are  rare.  That  occurrence  is  rare.  If  we  had 
an  even  running  contract  the  exception  would  be  when  there  was  no 
rejections  and  no  man  would  sell  himself  into  a  hole  of  that  sort 
It  is  simply  out  of  the  question  for  a  practical  man  to  say  that  he 
would  contract  to  deliver  to  some  one  he  knows  not  of  a  contract 
based  on  future  dehyery  the  terms  of  which  are  the  strictest  in  the 
world,  and  lay  himself  hable  to  default.  That  is  why  I  say  that  there 
would  be  no  such  contract  and  you  can  not  suppose  that  something 
will  happen  on  something  that  can  not  exist. 

Doctor  S^ravENS.  Doctor  [Mr.]  Glenny,  would  it  not  be  possible  to 
correct  the  effect  you  mention  by  providing  a  tolerance  to  the  extent 
of  five  or  ten  per  cent,  or,  if  necessary,  have  the  delivery  arbitrarv 
the  way  you  do  on  spot  transactions ?  J  Jf 

Mr.  Glenny  My  dear  sir,  if  experience  teaches  anythine  it 
teaches  that  such  a  contract  could  not  exist  in  a  future  market  We 
do  not  know  what  we  are  going  to  get  when  we  seU  our  future  con- 
tracts. We  do  not  know  what  class  of  cotton  God  Almiehtv  is 
going  to  make,  and  it  is  utterly  impossible  to  conceive  of  anv  sane 
busmess  man  hedging  cotton  that  he  thinks  he  has  and  when  he  turns 
It  over  to  the  officials,  United  States  classifiers,  to  classify  he  finds 
he  has  not.  I  can  not  conceive  of  any  human  mind  doing  anvthing 
of  that  sort,  provided  his  mind  is  sane.  »      ^        b 

Doctor  Stevens.  But  you  think  the  spot  merchant  can  still  sell 
spot  cotton  in  even  running  lots,  can  he  not  ? 

Mr.  Glenny.  He  can,  and  when  I  seU  Mr.  Stevens  a  hundred 
bales  of  middling  cotton  deliverable  at  his  mill  in  October,  I  know 
Mr.  btevens  character  and  I  know  if  I  happen  to  give  him  a  few  bales 
of  strictly  [strict]  middling  that  he  wiU  either  put  it  to  arbitration  or  I 
will  make  an  agreeable  allowance  to  him.  I  know  when  I  sell  a 
future  contract  that  it  is  dehverable  in  even-running  lots  that  I  am 
not  gomg  to  make  any  arrangements  with  Dr.  Stevens  because  he 

IS  not  going  to  arrange  it  with  me 

Doctor  Stevens.  Could  not  the  rules  arrange  for  making  such  a 
contract  m  the  same  way  you  do  on  spot  contracts? 

Mr.  Glenny.  Then  you  would  not  have  an  even-running  contract. 

Doctor  Stevens.  Do  you  mean  to  say  that  if  you  woSd  send  a 

hundred  bales  of  cotton  to  a  mill  and  that  cotton  did  not  come  up  to 

of  t£  whol^tW?^  ^''''''  contract  that  you  would  not  get  a  rejection 

Mr.  Glenny.  ?fo;  if  it  is  way  off  the  contract,  you  would  get  a 
rejection.  *^  s^f  » 

Doctor  Stevens.  Why  is  not  the  situation  the  san^p? 
Mr.  Glenny.  Because  it  does  not  have  to  be  away  off  on  a  future 
contract.     If  it  is  a  httle  off  you  are  in  default. 

Doctor  Stevens.  Suppose  you  use  the  three  contiguous,  then? 

nn^f  .??''''\  ^^"'  -^^"^i;  "^^^f  ^^  ^^^^  the  contract  up  to  such  a 
point  that  anybody  will  sell— unless  you  put  it  way  up  above  the 
price  of  spot  cotton,  that  is  one  thing;  but  you  are  going  to  cut  out 
the  protection  it  gives  to  the  seller.  s     8       ^ut  uuy 
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Doctor  Stevens.  You  think  that  sellers  can  not  sell  the  three 
contiguous  [grade]  contracts  or  an  even  running  contract? 

Mr.  Glenny.  I  am  firmly  of  the  belief  that  the  provision  of  the  law 
for  a  contiguous-grade  contract,  as  you  call  it;  that  is,  a  certain 
number  of  grades  up  or  down,  I  suppose  you  mean 

Doctor  Stevens.  Three  grades  simply  contiguous. 

Mr.   Glenny.  That  would  in  a  very  short  time  ehminate  the   ^ 
future  market.     I  will  go  further  and  say  that  I  am  almost  abso- 
lutely positive  that  the  specific  grade  contract  would  shut  the  ex- 
changes immediately.  ,  ,  ,    ^ 

The  Chairman.  I  think  it  is  quite  important  that  we  know  what 
your  answer  is,  for  that  last  statement  seems  to  be  important.  That 
is  if  the  law  contained  a  provision  that  for  a  future  contract  cotton 
could  be  tenderable  in  three  contiguous  grades— that  is,  one,  two,  and 
three,  or  three,  four,  and  five,  or  six,  seven,  and  eight— one  of  those 
three— now,  if  that  should  become  the  law  it  would  do  away  with 

future  trading.  i     j.  .        i      • 

Mr.  Glenny.  It  would  gradually  drive  out  the  future  business,  m 

my  opinion. 

The  Chairman.  Why?     Can  you  tell  me  that? 

Mr.  Glenny.  For  the  same  reason,  in  a  way,  that  I  have  given, 
that  you  would  not  know  what  three  grades  you  were  going  to  have; 
you  might  approximate  it  and  you  might  not.  The  second  reason  is 
that  no  future  broker  is  going  to  undertake  to  carry  contracts  for 
men  who  might  not  or  might  be  good  judges  of  cotton,  and  who  are 
absolutely  sure  to  ship  in  the  cotton  that  they  think  is  going  to 
deliver  in  those  three  grades.  ,   ,  ,i  • 

The  Chairman.  Maybe  you  could  help  me  along  if  1  go  at  it  this 
way:  Formerly,  it  waS  possible  to  deUver  on  future  contracts  twenty 
grades  of  cotton  ? 

Mr.  Glenny.  Yes.  .    .i_  x    •  i.^o 

The  Chairman.  Congress  cut  that  down  to  ten;  is  that  right! 

Mr.  Glenny.  Yes.  i        x    j 

The  Chairman.  It  does  not  seem  from  your  testimony  here  to-day 
to  have  worked  a  particular  hardship  on  anybody  to  cut  it  from 
twenty  to  ten.  Now,  what  would  happen  if  you  cut  it  from  ten  to 
three?  If  you  took  the  first  step  without  any  disorder,  why  could 
you  not  cut  it  from  ten  to  three  ?  ,    ,        j  '  j 

Mr.  Glenny.  Well,  let  us  make  it  a  reductio  ad  absurdum,  and 
that  you  could  not  dehver  at  all,  you  would  be  penalized.  The 
theory  of  the  future  contract  is  this:  That  such  contract  should  be 
deliverable  upon  what  is  commonly  known  as  bread  and  butter 
cotton;  that  is,  cotton  that  is  salable  in  any  market  in  the  world  at 
any  time.  Experience  has  taught  that  those  cottons  run  from  mid- 
dling fair  to  low  middling.  Anvthing  below  that  becomes  a  specialty 
cotton.  Anything  above  middling  fair  becomes  a  specialty  cotton. 
People  do  not  deal  in  that  sort  of  cotton  all  the  time  but  specialists  do. 

Now,  would  you  inflict  upon  a  man  a  specialty  cotton  which  he 
can  not  turn  over  and  sell  when  he  gets  ready?  Experience  has 
taught  that  those  are  the  proper  grades  that  should  be  dehvered  on  a 
contract  and  within  the  range  of  those  grades. 

Another  reason,  why  should  10  or  20  per  cent  of  a  crop  influence  the 
price  of  80  or  90  per  cent  of  the  crop! 
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The  delivery  of  undesirable  grades  below  middlins^,  if  that  were 
feasible,  would  in  all  probability  drag  the  contracts  down  in  years  of 
bad  crops  to  a  point  where  mrddling  and  above,  low  middling  and 
above,  would  feel  the  effect  of  the  lowering  of  the  price,  and  in  order 
to  avoid  that  they  made  [the]  low  grade  [low]  middling  and  the  high 
grade  middling  fair.  You  can  do  as  much  manipulation,  if  you  want 
to  call  it  manipulation,  with  fair  cotton  as  you  could  with  good  ordi- 
nary, because  very  few  people  want  fair  cotton,  and  if  you  can 
stimulate  [accumulate]  a  stock  of  fair  cotton  and  tender  it  on  a  con- 
tract, you  could  harm  the  market.  It  is  not  the  quality  so  much 
but  it  is  the  ability  to  turn  that  cotton  over  when  you  can  get  it, 
making  it  the  porper  grade  for  delivery;  but  to  speak  of  anybody 
selling  a  contract  which  would  be  an  even-running  contract  is  beyond 
my  comprehension.  I,  for  one,  as  a  broker,  would  paint  my  name 
off  my  front  door  and  never  attempt  to  do  business  or  any  such 
business  as  that. 

The  Chairman.  Now,  Mr.  Gordon,  you  are  next. 

STATEMENT  OF  MR.  G.  A.  GORDON,  REPRESENTING  THE 

SAVANNAH  COTTON  EXCHANGE 

Mr.  Gordon.  Mr.  Chairman  and  gentlemen,  when  the  invitation 
was  received  from  the  Federal  Trade  Commission  a  meeting  was 
called  of  the  Savannah  Cotton  Exchange,  and  at  that  meeting  several 
exporters  who  were  not  members  of  the  directorate  were  asked  to  be 
present,  several  factors  were  also  asked  to  be  present,  and  several 
bankers  were  asked  to  be  present,  the  idea  being  that  all  those  who 
favored  the  changes  or  were  opposed  to  them  would  have  a  chance  to 
express  themselves. 

The  meeting  unanimously  decided  to  recommend  that  there  be 
no  changes  in  the  act  as  it  is  at  present. 

That  18  what  I  am  instructed  to  say  here  by  the  Savannah  Cotton 
Exchange,  and  what  I  say  hereafter  will  be  purely  personal  and  does 
not  represent  necessarily  the  sentiments  of  tne  exchange. 

I  have  listened  with  a  great  deal  of  interest  to  what  has  been  said 
here,  and  it  has  suggested  certain  thoughts  to  me  which  I  would  like 
to  express  before  I  nnish  speaking. 

Commissioner  Nugent.  How  many  men  attended  the  meeting  to 
which  you  refer? 

Mr.  Gordon.  There  were  about  twelve  directors  on  it  and  about 
eight  outsiders.  Some  twenty  men  representative  of  the  exchange 
were  present. 

I  judge  that  the  real  object  of  this  investigation  is  to  find  a  means 
of  preventing  manipulation  of  the  future  contract  market  and  at  the 
same  time  to  retain  such  a  flexibility  as  will  induce  buyers,  sellers, 
and  traders  in  cotton  to  continue  to  use  those  markets. 

It  is  a  very  delicate  piece  of  machinery,  and  many  of  us  have  been 
impressed  for  many  years  at  various  times  with  the  idea  that  the  tail 
was  wagging  the  d:og,  and  we  have  always  thought  that  that  tail  or 
a  portion  of  it  should  be  amputated.  But  if  wc  get  careless  and  cut 
that  tail  off  right  behind  the  ears,  I  fear  we  are  going  to  kill  that  dog 
and  that  is  the  feeling  of  apprehension  which  most  cotton  men  expe- 
rience when  you  begin  to  talk  about  the  changes  in  the  contracts. 

Now,  cotton  is  a  torment;  the  cotton  trade  is  a  torment  to  the 
legal  mind  and  the  scientific  mind  and  the  logical  mind,  because  it  is 
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neither  logical  or  scientific,  and  in  many  instances  it  is  not  legal 
either.     [Laughter] 

Just  take  the  matter  that  is  troubling  all  you  gentlemen  about 
grades.  A  man  not  in  the  cotton  trade  hears  about  middling  cotton 
and  strict  middling  and  low  middling  and  strict  low,  and  in  his  mind 
he  immediately  takes  the  thickness  [fingers]  of  his  hand  and  says, 
''  There  is  middling,  and  there  is  strict  middUng,  and  there  is  low 
middling,  and  there  is  strict  low,  why  should  there  be  all  this  trouble?" 
Why  is  not  middling  middling?  I  will  tell  you  why.  Every  one  of 
these  standard  grades  is  a  blend;  it  is  not  a  specific  grade. 

The  Government  furnishes  us  with  boxes  which  contain  samples — 
twelve  samples,  I  think  it  is — and  those  samples  are  not  all  alike. 
They  represent  cotton  from  various  sections,  tliey  are  different,  and 
nine- tenths  of  the  trouble  in  the  cotton  trade  that  worries  every- 
body, including  legislators,  is  this,  that  those  four  fingers  [indicating] 
represent  middling,  and  those  four  fingers  represent  strict  low,  and 
on  an  active  market  you  can  put  all  four  into  middling,  and  on  a 
declining  market  these  two  [indicating]  go  down  into  strict  low,,  and 
it  is  a  fight  all  the  time  to  get  a  delivery,  the  seller  fighting  for  one 
thing  and  the  buyer  for  a  strict  delivery. 

Now,  when  we  trade  in  spot  cotton,  we  have  a  meeting  of  the  minds 
and  a  delivery  at  once.  We  know,  as  has  been  so  well  expressed, 
exactly  whom  we  are  trading  with.  We  know  what  our  man  wants, 
and  differences  are  settled  on  the  table  before  the  cotton  is  delivered 
based  on  the  samples,  and  that  ends  it. 

If  you  undertake  to  do  what  Judge  Stevens  is  suggesting  over 
];^g]«g . 

The  Chairman.  He  is  not  a  judge;  he  merely  asks  c|uestions. 

Mr.  Gordon.  Well,  call  him  the  questioner;  Questioner  Stevens, 
then.  It  is  not  going  to  do  what  he  thinks  it  is  going  to  do,  because 
what  the  Government  has  called  middUng  cotton  is,  after  all,  a  blend. 
The  spinner  is  not  going  to  know  what  kind  of  cotton  he  is  going  to 
get,  whether  it  is  middling,  or  low  middling,  or  ordinary,  or  what; 
he  is  buying  a  Government  ticket,  and  he  does  not  know  what  he  is 

Furthermore,  I  think  I  can  clear  this  difficulty  about  grades  on 
the  delivery  of  contracts  by  an  illustration.  The  effort  is,  or  has  been 
formerly,  to  tie  the  contract  market  as  closely  to  spot  conditions  as 
it  can  be  tied.  Now,  I  am  a  cotton  factor.  I  am  a  seller  of  cotton. 
My  cotton  comes  in  and  I  go  to  some  exporter  and  ask  hrni  to  buy  it. 
He  buys  that  cotton  from  me,  basis.  He  does  not  know  whether  1 
am  going  to  deliver  him  90  per  cent  good  middling  or  90  per  cent  low 
middling,  and  in  the  price  he  pays  me  for  that  cotton  he  makes  an 
allowance  to  take  care  of  that.  His  orders  may  have  eyeiythmg 
except  low  middling.  If  I  deliver  him  a  majority  of  low  middling— 
that  is,  low  and  over— he  is  not  going  to  pay  me  the  same  price  for 
basis  cotton  that  he  pays  me  for  an  even  run  grade.  If  I  were  guaran- 
teeing to  give  him  middling  cotton  or  strict  middling  he  would  pay 
me  a  better  price  for  the  even  run  grade  than  he  will  for  the  grade 

in  a  basis  trade.  ,  .      ^       tt    j  * 

And  that  is  what  occurs  when  a  man  buys  contracts.    He  does  not 

know  what  he  is  going  to  get. 
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Furthermore,  there  has  been  a  discussion  as  to  why  this  future  con- 
tract should  be  so  flexible  in  the  interest  of  the  seller.  Well,  it  is  no 
more  in  the  interest  of  the  seller  than  in  the  interest  of  the  buyer.  If 
it  were,  you  would  not  have  any  buyers. 

My  experience  is,  that  the  buyer  has  a  heap  more  chance  than 
the  seller.    Anyhow,  he  gets  the  best  of  it  most  of  the  time. 

Now,  there  must  be  something  in  that  contract  that  makes  people 
buy  it.  ifou  can  not  sell  one  contract  on  a  future,  unless  there  is 
somebody  to  buy  it.    There  has  to  be  a  buyer  for  every  seller. 

As  Mr.  Clayton  explained,  when  these  merchants  give  their  orders 
m  the  contract  [country]  to  buy,  and  buy  basis  and  take  all  grades 
until  they  can  get  that  cotton  and  class  it  out,  they  want  a  protection, 
and  therefore  they  report  that  they  have  bought  so  much  spot  cotton 
they  sell  so  many  contracts.  Now,  that  may  seem  unnecessary,  but 
in  this  meeting  of  the  directors  of  the  Savannah  Cotton  Exchange 
the  bankers  told  us  that  if  the  future  markets  were  eliminated,  they 
would  not  loan  us  on  our  cotton  anything  like  what  they  would  loan 
when  the  future  markets  were  functioning.  Nor  would  they  loan  as 
much  on  unhedged  cotton  as  on  hedged  cotton. 

I  am  a  factor.  My  cotton  is  not  hedged.  I  go  to  the  bank  and 
they  let  me  have  twenty-three  when  cotton  is  thirty;  but  an  exporter, 
who  can  show  his  cotton  is  hedged,  can  go  there  and  get  twenty-eight. 

Now,  it  surely  is  a  great  advantage  to  the  farmer  to  have  an 
instrumentalitv  which  will  permit  small  buyers,  as  well  as  large  buyers, 
to  borrow  freely  on  their  purchase  of  spot  cotton. 

There  is  another  thought  which  does  not  seem  to  have  been  brought 
out  here,  but  here  is  what  is  going  to  happen.  If  you  make  this  con- 
tract market  more  and  more  difficult  to  trade  in,  and  more  and  more 
dangerous  to  trade  in,  it  is  not  only  going  to  result  in  the  large  people 
only  using  it,  but  gradually,  with  the  ehmination  of  the  hedgers  and 
speculators,  and  the  people  who  make  up  this  market,  these  markets 
are  not  going  to  be  used  any  more,  and  what  will  happen  then?  The 
entire  hedging  business  will  be  transferred  to  Liverpool.  Those 
people  are  not  throwing  restrictions  about  it,  and  we  will  simply  be 
cutting  our  own  throats. 

I  don't  want  to  be  understood  as  claiming  that  everything  is  per- 
fect, or  that  the  contract  can  never  be  improved,  or  that  as  we  go  on 
we  will  not  find  ways  of  making  it  a  fairer  contract  and  broadening  its 

scope.  .    . 

I  assume  that  it  is  not  the  purpose  of  legislation  to  eliminate  the 
future  markets.  If  that  method  of  trading  is  done  away  with  and 
Liverpool  only  is  used,  and  people  cease  to  use  contracts,  then  I  do 
not  hesitate  to  say  that  the  spinner  will  pay  more  and  the  farmer  will 
get  less  for  his  cotton. 

The  idea  of  bringing  the  producer  and  the  consumer  together  is  a 
fallacy.  All  day,  every  day  in  the  year,  the  manufacturer  is  buying 
his  cotton  cheaper  and  the  producer  is  getting  more  for  it  on  account 
of  this  very  legislation  and  manipulation,  as  some  call  it,  and  trading 
in  futures,  which  means  people  take  a  risk  and  take  an  insurance,  and 
take  a  view  of  the  market,  and  merchandise  their  crops,  so  that  in  the 
last  analysis,  the  consumer  is  getting  it  for  less  and  the  producer  is 
receiving  more. 

The  Chairman.  Maybe  you  could  make  this  easy  for  me,  and  if  so, 
I  wish  you  would  do  so.     This  is  very  technical  to  me.     You  live  in  a 


complex  age,  and  you  are  the  product  of  a  complex  age;  you  are 
dealing  in  a  transaction  daily  that  is  quite  beyond:  me;  it  is  difficult 
for  me  to  grasp  it,  and  I  Would  like  to  get  some  real  light  on  this 

proposition.  111.1. 

Now,  you  say,  in  the  course  of  your  remarks — and  they  nave  been 
very  enlightening— that  the  buyer  really  has  the  advantage  of  the 

seller. 

Mr.  Gordon.  No;  I  said  they  out-trade  me. 
The  Chairman.  They  out-trade  you? 

Mr.  Gordon.  Yes.  -^      j       n 

The  Chairman.  Well,  that  puts  a  different  view  on  it  and  really 

changes  my  question. 

Mr.  Gordon.  That  was  a  little  jocular  on  my  part.  1       .. 

The  Chairman.  All  right.  Now,  you  will  agree  with  me  that  if 
we  are  going  to  have  justice  in  trade  that  the  buyer  and  seller  must 
have  equal  opportunity  under  the  law,  one  against  the  other? 

Mr.  Gordon.  Yes;  1  agree  with  you.  ^     1         „      • 

The  Chairman.  The  buyer  is  anxious  to  buv  and  the  seUer  is 
tnxious  to  sell,  and  the  seller  does  not  have  to  sell  under  the  law,  and 
the  buyer  does  not  have  to  buy.  So  when  you  bring  them  together 
imder  a  statute  they  stand  all  square,  and  without  an  advantage  on 
the  part  of  either  one.  Now,  I  will  grant  you  that  if  you,  a  cotton 
merchant,  have  some  cotton  to  sell  to  a  spinner,  if  you  meet  the 
spinner  and  show  him  a  sample  and  he  makes  a  contract  to  take  the 
cotton  then  and  there,  and  takes  the  cotton,  and  you  take  his  money, 
you  have  stood  on  an  actual  balance,  on  an  equality.     That  is  true, 

is  it  not? 

Mr.  Gordon.  We  both  think  so,  anyway.  * 

The  Chairman.  That  is  the  old,  simple  way  of  doing  business; 
but  you  are  in  a  complex  age,  as  I  said,  and  your  transaction,  when 
it  comes  to  forward  Duying  and  selling,  in  the  cotton  business,  the 
Government  has  provided  a  statute  which  you  say  is  more  or  less  of 
a  restriction  over  Liverpool.  I  don't  think  you  could  tender  red  dog 
at  Liverpool  and  get  away  with  it. 

Mr.  GrORDON.  No ;  I  said  if  these  additional  thmgs  were  put  on,  it 

would  restrict  it.  1  .   x  x 

The  Chairman.  I  see;  but  the   Government  has  put  a  statute 

through  which  says  that  you  shall  do  certain  things  in  forward  buying 

in  a  certain  way.     Now,  there  is  no  coimter,  no  seller  in  that  case; 

but  you  write  a  contract  as  a  seller,  in  which  you  propose  to  sell  me, 

say  next  March,  so  many  bales  of  cotton. 
Mr.  Gordon.  May  I  correct  you? 

The  Chairman.  Yes.  ,       .     .        j.    v       •      x- 

Mr.  Gordon.  That  is  not  an  exact  description  of  the  situation. 
There  are  exchanges  where  brokers  alone  are  permitted  to  trade. 
Those  brokers  trade  with  one  another,  but  in  domg  that  they  repre- 
sent the  purchaser  and  the  seller  of  that  contract. 

The  Chairman.  All  right.  We  will  substitute  that  proposition. 
There  is  a  contract  to  seU  and  deliver  a  certain  grade  of  cotton  at  a 
future  date.  Now,  then,  the  broker,  representative  of  some  seller 
there,  and  a  broker,  representative  of  some  buyer,  on  the  same  floor, 
stand  face  to  face,  but  there  are  no  actual  goods  present  and  it  is  a 
complex  thing.     Now,  what  I  want  to  get  cleared  up  is  this  pomt, 
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the  Government  says  in  its  statute  that  here  are  ten  grades  which 
you  can  tender.     Is  that  right;  have  I  got  that  right? 

Mr.  GrORDON.  Yes. 

The  Chairman.  The  date  arrives.  If  I  have  not  canceled  out 
my  contract  by  some  future  trade  it  is  up  to  me,  the  seller,  to  deliver. 
Now,  then,  I  can't  get  it  out  of  my  head  here  to-day  that  if  I  am 
granted  the  privilege  of  shoving  off  on  you  one  of  ten  grades  that  in 
that  instance  I  am  getting  the  edge  on  you,  even  though  we  are  repre- 
sented by  brokers,  that  somehow  or  other  I  have  got  the  edge  on  you. 

Mr.  Gordon.  I  will  explain  how  you  have  not. 

The  Chairman.  All  rignt. 

Mr.  Gordon.  I  will  say  two  things:  In  the  first  place,  if  you  did 
have  the  edge  you  would  not  have  bought  it  way  back  in  November 
for  delivery  in  March.  In  the  second  place,  your  protection  is  this: 
That  the  Government  has  now  thrown  such  safeguards  around  the 
grading  of  the  cotton  you  receive  from  me  that  either  before  or  at 
the  time,  or  after  you  receive  that  cotton,  you  can  turn  around  and 
deliver  it  to  anybody  else  for  exactly  the  same  grades.  There  is 
your  protection.  ' 

The  Chairman.  I  don't  get  that  last. 

Mr.  Gordon.  Suppose  we  are  trading  in  October  and  you  bought 
back  from  me  last  March  cotton  for  delivery  in  October,  and  October 
came  around,  and  I  took  the  opportunity  to  deliver  you  these  grades 
that  you  think  would  be  undesirable,  i  ou  can  redeliver  those  grades 
immediately  without  any  change  in  the  grades  to  anybody  else  in 
October,  or  if  you  want  to  carry  them  and  sell  them  at  some  future 
time,  on  some  future  market;  you  are  not  fofced  to  deliver  those 
grades  to  yoirr  spinner  client,  you  have  an  assured  outlet  under  the 
law  for  those  grades  at  whatever  the  current  price  of  the  month  is. 
You  can  turn  around  and  redeliver  them.  In  the  old  days  where 
you  did  not  have  these  differences  fixed  in  this  way,  and  where  you 
did  not  have  the  Government  graders,  you  could  not  do  that. 

Commissioner  Nugent.  You  are  speaking  now  of  the  delivery  of  a 
contract,  not  the  delivery  of  the  cotton. 

Mr.  Gordon.  I  am  speaking  of  the  delivery  of  the  cotton.  He 
can  turn  around  and  sell  to  somebody  else. 

Commissioner  Nugent.  You  are  talking  about  a  contract.  Sup- 
pose he  had  that  contract  and  on  the  delivery  date  demanded  the 
cotton.  Now,  if  you  have  the  privilege  of  delivering  one  of  ten 
grades,  would  you  not  have  the  edge  over  him,  or>vouldyou  not?  ' 

Mr.  Gordon.  I  don't  think  I  would,  for  two  reasons.  In  the  first 
place,  he  could  sell  another  contract  and  deliver  it  to  somebody  else; 
and,  in  the  second  place,  the  tendency  of  the  future  market  is  to 
always  have  delivered  grades  which  at  that  moment  the  spinners 
least  need.  That  being  the  case,  the  tendency  of  the  future  market 
is  to  be  slightly  under  the  spot  market.  The  same  way  is  [as]  when 
I  sell  Mr.  Clayton  basis  cotton,  and  the  cotton  comes  in,  I  can  deliver 
him  anything  in  the  range  of  grades.  That  does  not  scare  him  out 
from  buying,  he  merely  buys  at  a  slightly  lower  price  than  he  would 
for  the  reigning  grade.     That  is  the  answer  to  that. 

The  Chairman.  Of  course,  now  I  get  your  answer  twofold,  and  I 
don't  know  whether  it  is  agreeable  to  me  or  not  as  an  answer;  but  one 
proposition  is  that  in  the  first  instance  I  don't  have  to  go  into  this 
contract,  because  I  know  the  conditions  of  it.     All  right.     But  sup- 


pose I  am  a  spinner  and  I  want  to  buy  some  cotton  and  I  want  it 
next  October,  I  don't  want  it  now.  I  do  have  to  trade.  And  here 
is  the  law  under  which  I  have  to  trade.  So  it  is  not  a  question  of  my 
taking  it  or  not,  I  have  to  go  in  and  trade.  Then  I  approach  Mr 
Gordon.  He  is  in  this  business.  I  say  ''Mr.  Gordon,  will  vou  go 
into  a  contract  to  sell  me  some  cotton  next  October?"  Mr.  Gordon 
says  ''Surely."  And  then  next  October  comes  and  you  put  me  m 
some  cotton  that  I  don't  want.  Now  the  fact  that  you  have  a  choice 
of  ten  grades,  don't  you  think,  gives  you  kind  of  an  edge  on  nae? 

Mr.  Gordon.  I  would  like  to  answer  this  way.     You  are  familiar 
with  banking,  are  you  not?  i    .  ^       v 

The  Chairman.  No;  I  am  not,  except  I  am  somewhat  familiar 
with  overdrafts.     [Laughter.]  .  ^,     r, 

Mr   Gordon.  The  system  in  the  cotton  exchanp  is  exactly  like 
a  clearing  house.     You   don't   go   and  take   all   the   money   every 
day   and    carry    it   from   bank    to  bank    to  clear  the  thmg.     You 
have  brought  out  a  very  good  point   about  the  spmner.     What 
would  the  spinner  do?     Well,  if  the  spinner  did  not  use  the  future 
markets,  there  would  not  be  any  future  market,  because  there  would 
not  be  anybody  to  buy  all  this  cotton  that  is  sold.     Reverse  this 
proposition  of  what  Mr.  Clayton  says  a  merchant  does,  the  spmner 
does  exactly  the  reverse.     He  knows  he  will  want  some  cotton  m 
March,  and  he  is  saitsfied  when   March  comes  he  will  have  a  big 
price.     So  he  goes  into  the  future  market  and  by  buymg  a  March 
contract  against  an  abnormal  price  he  insures  hunself  agamst  that 
abnormal  price  which  he  may  have  to  pay  for  that  cotton.     But  he 
is  not  gomg  to  take  that  cotton.     He  goes  to  Mr.  Clayton  and  says, 
"  Mr.  Clayton,  I  want  a  hundred  bales  of  even  runnmg  strict  Hud- 
dling."    Now  Mr.  Clayton  is  buying  for  [from]  me  basis  contract, 
all  grades  at  28,  but  he  does  not  sell  this  fellow  even  running  strict 
middling  at  28,  he  says,  "You  will  have  to  pay  me  30  cents."     Now, 
when  he  buys  the  cotton  at  28  cents  from  me  Mr.  Clayton  sells  a 
contract  as  a  protection,  because  he  does  not  know  what  he  is  going 

to  get.  .  .         ^     1  •       V, 

The  Chairman.  And  he  has  no  mtention  of  taking  it. 
Mr.  Gordon.  It  is  like  a  clearing  house,  a  certain  amoimt  of  cash 
has  finally  to  pass  to  clear  the  thing,  but  otherwise  there  is  not  an 
intention  of  delivering  physically  all  this  cotton.     Cotton  weighs 
600  pounds  a  bale,  and  it  takes  money  to  handle  the  actual  cotton. 
Dr.  Stevens  made  the  point  that  if  it  was  even  running  grade  and  it 
was  a  desirable  contract,  and  it  was  offered  too  low— I  mean  the 
even  running  grade— that  the  small  man  would  be  ready  to  pick  it 
up,  if  it  was  a  cheap  proposition,  just  as  the  big  man  was;  but, 
gentlemen,  that  is  a  fallacy.     A  hundred  bales  of  cotton  are  now 
worth  over  fifteen  thousand  dollars,  and  as  the  prices  advance  Mr. 
Banker  does  not  follow  up  as  fast  as  that,  and  the  margm  keeps 
widening,  so  that  whereas  when  cotton  is  ten  cents  a  pound,  you 
could  borrow  within  one  cent  a  pound,  or  five  dollars  a  bale,  when 
it  gets  to  fluctuating  up  to  these  high  prices  the  margm  demanded 
by  the  banker,  the  amount  he  will  loan,  is  so  far  away  from  the 
actual  value  that  the  small  fellow  can  not  take  up  that  spot  cotton, 
he  can  not  do  it.     Dr.  Stevens  made  the  pomt  that  there  would  be 
a  mass  of  small  buyers  ready  to  snap  up  this  cotton,  but  they  can 
not  do  that.     Everybody  does  business  on  other  people  s  capital, 
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and  when  he  goes  to  the  bank  he  finds  that  there  is  such  a  wide 
margin  he  can  not  put  up  the  cash  to  finance  it. 

The  Chairman.  That  is  all  very  mteresting 

Doctor  Stevens.  There  are  a  couple  of  points  that  I  would  like 
to  ask  about.  I  judge  from  the  speaker's  statement  that  he  assumed 
that  it  was  necessary  in  order  to  put  in  southern  warehouse  delivery 
to  change  the  law,  the  present  cotton  future  act. 

Mr.  Gordon.  I  am  glad  you  mention  that.  I  do  not  think  it  is 
necessary  to  change  the  law,  to  have  southern  certification  at  all. 
You  could  have  southern  certification  at  points  that  desire  to  be 
designated  and  have  graders  there — but  you  have  to  deliver  it. 

Doctor  Stevens.  But  the  attitude  of  the  Savannah  exchange,  as 
vou  expressed  it,  was  that  there  should  be  no  change  in  the  law. 
Now,  that  is  to  be  understood  as  applying  to  southern  delivery 
points  ? 

Mr.  Gordon.  Yes;  the  exchange  expressed  itself  against  southern 
delivery. 

Doctor  Stevens.  Was  there  any  expression  of  opinion  at  that 
meeting  as  to  why  they  were  against  it? 

Mr.  Gordon,  les,  there  were  two  reasons  given.  Personally,  I 
was  not  enthusiastically  against  it,  but  I  was  overruled  on  tnat. 
The  reasons  given  were  these :  That  if  the  southern  delivery  became 
widespread  it  would  mean  that  there  would  be  an  enormous  amount 
of  cotton  graded  and  certified  by  Government  graders,  and  that  that 
cotton  would  be  imposed  on  the  mills  as  being  those  grades,  without 
any  chance  for  the  mill  to  object.  In  other  words,  supposing  I  am 
a  seller  and  I  had  a  hundred  bales  certificated  and  they  were  called 
middling  cotton  and  I  chose  to  ship  them  to  a  mill  as  middling 
cotton,  and  the  mill  said,  '^That  is  not  the  middling  we  want,"  and 
I  would  say,  ^'I  don't  care,  here  is  a  yellow  ticket  that  says  it  is 
middling  cotton  and  the  Government  says  it  is  middling  cotton,  and 
you  have  got  to  take  it." 

Now,  that  is  all  right  if  that  is  restricted  to  a  future  market  where 
everybody  understands,  where  everybody  knows  what  the  situation 
is  before  he  goes  into  it;  but  it  would  play  heck  if  you  undertook 
to  have  a  Government  contract  with  the  mills.  That  is  the  main 
objection  they  had  to  it.     I  am  connected  with  one  of  the  large  com- 

Eress  companies  in  Savannah,  and  it  would  be  to  our  interest  to 
ave  southern  delivery  and  southern  certification,  and  I  hope  we  get 
some  sort  of  certification,  as  I  speak  of,  but  as  a  spot  merchant,  as 
a  spot  factor,  I  can  readily  see  that  it  might  cause  tremendous  havoc 
in  delivery  from  merchant  to  mill  if  we  had  a  Government  class 
attached  to  every  bale. 

Doctor  Stevens.  You  said  there  were  two  objections. 

Mr.  GrORDON.  The  other  objection  is  one  that  I  don't  altogether 
agree  with;  but  it  is  the  objection  that  there  would  be  an  enormous 
mass  of  Government  certificated  cotton  in  various  markets  which 
would  prevent  the  buyer  from  buying  freely,  and  in  that  way  would 
put  the  future  market  out  of  business. 

Doctor  Stevens.  How  would  it  affect  the  theory  I  understand 
you  to  express  with  reference  to  taking  up  cotton  on  contract  by 
small  buyers,  if  we  reduced  the  contracts  to  50  bales  and  gave  them 
in  addition  a  period  of  free  storage,  ten  or  fifteen  days,  extended  that 
privilege  to  them,  where  they  would  have  storage  free  of  diarge  ? 


Mr.  Gordon.  I  really  had  not  thought  of  that.  Those  are  details 
exactly  like  the  detail  of  thirty  days  in  the  delivery,  allowmg  thirty 
days  in  which  to  deliver.  I  don't  know  how  that  would  work  out. 
As  a  warehouseman  I  am  opposed  to  free  storage.     [Laughter.] 

Mr.  FiNKE  (New  Orleans  Cotton  Exchange).  May  I  ask  a  ques- 

The  Chairman.  Mr.  Gordon  has  the  floor.     You  may  if  he  does 

not  object.  , ,  .    ,  ,  •      .         *  xv 

Mr.  FiNKE.  Mr.  Gordon  has  very  ably  presented  his  view  of  the 
situation,  and  you  have  asked  him  some  questions  about  the  advan- 
tage a  seller  may  have  over  a  buyer  in  connection  with  the  dehyery 
of  cotton  on  contract,  and  I  would  like  to  ask  him  as  to  his  views 
on  this  situation.  The  chairman  has  expressed  a  theory  that  the 
seller  has  an  advantage  over  the  buyer  through  the  ability  to  deliver 
any  one  of  or  a  number  of  ten  grades  represented  by  the  contract, 
apparently  in  the  belief  that  certain  grades  may  be  delivered  to  him 
which  are  of  less  use  or  desirability  than  other  standard  grades,  and, 
theoretically,  as  I  understand  the  Chairman's  question,  the  seller 
therefore  has  the  advantage  over  the  buyer.  Now,  I  would  like  to 
ask  Mr.  Gordon  if  in  his  opinion  that  theoretical  advantage  the 
seller  has  over  the  buyer  would  not  be  entirely  dissipated  if  the 
differences  between  grades  were  correctly  quoted  as  to  their  value 
relation  to,  say,  middling  cotton.  In  other  words,  if  undesirable 
grades,  or  grades  that  were  not  readily  salable,  were  delivered  on 
this  contract,  were  so  quoted,  would  not  that  theoretical  advantage 

be  dissipated  ?  ,  .  •  .li.  x  xi. 

Mr.  Gordon.  I  think  the  answer  to  that  question  is  that  those 
things  are  entirely  a  matter  of  price.  In  other  words,  this  use  of 
the  ten  markets  to  fix  the  differences  between  grades  was  lor  the 
purpose  of  making  the  least  desirable  grade  take  a  discount  which 
woidd  protect  the  buyer  when  he  took  them  up.     Is  not  that  correct  ? 

Mr  FiNKE.  Yes.  If  the  differences  were  proper,  this  theoretical 
advantage  would  be  dissipated.  Mr.  Gordon,  I  do  not  believe  any 
better  system  can  be  devised  than  the  use  of  these  ten  markets,  and 
I  think  that  if  those  markets  are  kept  in  hne,  to  make  their  differences 
reflect  the  actual  trading,  that  the  settlement  of  differences  on  the 
New  York  Exchange  is  about  as  close  to  what  it  ought  to  be  as  you 

^^Tfe^teAiRMAN.  Of  course,  you  have  been  long  in  this  business 
and  you  are  pretty  wise,  and  you  must  have  a  contempt,  as  I  have, 
for  any  average.  If  you  will  let  me  make  up  the  constituent  figures, 
I  will  get  the  average  I  want.  .  i  ^u  x 

Mr.  Gordon.  The  cotton  business  is  an  approximation,  andthat 
is  why  I  said  it  was  a  torment  to  scientific  and  legal  pe^ople.  There 
is  no  use  in  trying  topin  it  down  to  black  or  white,  it  shades  into  gray. 

The  Chairman.  What  would  you  say  to  the  proposition  of  giving 
the  buyer  the  option  on  the  graces  to  be  delivered? 

Mr.   Gordon.  Well,  I  think  that  would  be  the  reverse  of  this 

^^^r  cL^irman.  Do  you  not  think  it  would  give  him  a  slight 

Mr  Gordon.  Yes;  but  you  would  not  have  any  sellers. 

The  Chairman.  Mr.  Harriss,  we  wUl  be  glad  to  hear  you  next. 
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STATEMENT  OF  MS.  BATUS  E.  HABRISS,  BEPBESElfTIKa  THE 
GALVESTON  COTTON  EXCHANGE,  GALVESTON,  TEX. 

Mr.  Harriss.  Mr.  Chairman,  I  am  from  Galveston,  and  I  believe 
that  everyone  here  knows  it;  but  for  fear  there  might  be  some  who 
do  not,  I  would  like  to  say  that  Galvestion  is  the  largest  cotton  port 
in  the  world.  We  have  a  storage  capacity  there,  Mr.  Chairman,  for 
about  three  million  bales. 

I  am  here,  Mr.  Chairman,  representing  the  unanimous  views  of  the 
members  of  the  Galvestion  Cotton  Exchange.  I  am  also  a  friend  of 
the  farmer,  the  producer,  and  in  connection  with  that  I  might  say 
I  am  not  a  candidate  for  office. 

I  feel  that  in  the  interest  of  the  general  cotton  trade,  and  in  the 
interest  of  the  producer  primarily,  and  the  consumer,  secondly,  that 
any  changes  whatever  in  the  present  futures  contract,  would  be  of 
very  grave  and  of  very  dangerous  consequence. 

The  Chairman.  Excuse  me,  but  I  would  like  to  ask  whether  you 
were  bom  in  Texas? 

Mr.  Harriss.  Yes.     That  is  nothing  against  me,  is  it? 

Mr.  Chairman.  No,  indeed;  I  was  bom  in  that  same  latitude, 
and  I  don't  hold  that  against  you.  But  you  spoke  about  the  producer. 
You  have  a  great,  big  population  down  there  that  is  raising  cotton — 
Texas,  Arkansas,  Oklahoma,  and  Lx)uisiana — and  Galveston  is  the 
natural  seaport,  situated  as  it  is  on  that  Gulf  coast,  and  you  are 
handling  quite  a  lot  of  their  business.  Now,  they  have  quite  a  hard 
time  of  it,  because  cotton  is  not  so  easily  put  in  and  not  so  easily 
gathered,  and  then  when  they  have  big  cnp.  they  have  low  prices 
and  then  they  have  the  boll  weevil  and  poor  crcp^  and  high  prices, 
that  is,  they  have  high  prices  when  they  have  no  crops.  Now, 
they  take  a  very  simple  commodity  off  a  shrub  with  great  difficulty, 
and  it  is  compressed.  It  is  a  commodity  that  is  universally  in  demand 
over  the  world.  The  United  States  is  possibly  a  monopolist  in  most 
of  the  grades  of  cotton  outside  of  certain  Ep-ptian  cotton.  Now, 
you  put  their  commodity  into  a  very  difficult  market.  You  are  a 
young  man  who  has  grown  up  in  this  business  and  you  know  all  about 
it.  Is  there  not  any  improvement  in  this  market  that  you  can 
suggest  for  the  benefit  of  the  seller  out  there  in  the  field  ? 

Mr.  Harriss.  I  have  been  in  this  cotton  business  for  24  years. 

The  Chairman.  I  know  you  are  not  running  for  office,  but  I  am, 
and  I  Wi  uld  li  .e  to  know,  is  there  not  some  improvement  you  can 
suggest. 

Mr.  Harriss.  Mr.  Chairman,  I  have  been  in  the  cotton  business 
for  24  years,  and  I  was  not  in  the  cradle  when  I  started,  and  I  have 
been  hearing,  year  in  and  year  out,  ever  since  I  have  been  [in]  the 
business,  about  changing  this  future  contract  business. 

They  did  make  one  change  that  was  very  helpful,  not  only  to  the 
market,  but  to  all  concemed.  That  was  when  they  passed  the  Smith- 
Lever  bill.  We  are  never  going  to  make  this  contract  perfect.  I 
feel  that  the  contract  is  just  about  as  near  perfect  now  as  we  will 
ever  be  able  to  get  it.  We  may  improve  it  in  one  respect,  but  perhaps 
injure  it  in  another  respect. 

I  have  here,  Mr.  Chairman,  a  carefully  prepared  statement  of 
the  views  of  the  members  of  our  exchange,  and  for  the  benefit  of 
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these  gentlemen  here,  if  you  will  permit  me  I  will  read  it,  and  then 
leave  it  with  you  for  your  future  reference. 

The  Chairman.  We  would  like  to  hear  it  for  our  benefit  as  well  as 
theirs. 

Mr.  Harriss  (reading  prepared  statement) : 

Federal  Trade  Commission, 

Washington,  D.  C. 

Gentlemen:  Referring  to  your  letter  of  the  9th,  over  the  signature  of  Mr. 
Otis  S.  Johnson,  secretary,  inviting  the  views  of  this  organization  and  its  mem- 
bers engaged  in  cotton  production  and  in  the  cotton  trade,  particularly  with 
reference  to  the  revision  of  the  futures  contracts,  including  (1)  grades  tenderable, 
(2)  places  of  delivery,  (3)  establishment  of  differences,  we  beg  to  advise  on— 

1.  Grades  tenderable. — In  our  opinion  it  would  be  a  serious  mistake  to  curtail 
or  restrict  the  grades  deliverable  on  futures  contracts  beyond  those  that  can 
now  be  tendered.  If  any  change  at  all  is  contemplated,  it  should  rather  be  made 
in  increasing  the  grades  that  can  be  tendered.  In  a  low-grade  crop  year,  such  as 
the  present  year,  decided  advantage  can  be  taken  by  mills  and  manufacturers 
of  cotton,  and  speculators,  of  the  fact  that  grades  below  low  middling  Govern- 
ment standard,  and  below  middling  tinged  can  not  be  tendered  on  futures  con- 
tracts. There  is  thus  absolutely  taken  from  the  producer  the  benefit  and  com- 
petition emanating  from  the  speculative  demand  that  would  come  in  a  short- 
crop  year  from  the  demands  and  necessities  of  the  contract  market  for  the  lower 
and  at  present  untenderable  grades. 

We  also  hear  there  is  in  •ontemplation  a  proposal  that  the  exchanges  should 
deal  in  three  difiFerent  contracts: 

1.  Strict  middling  and  above,  white. 

2.  Middling  and  strict  low  middling,  white. 

3.  Low  middling,  Government  standard,  and  all  ofiF  colors  that  can  be  tendered 
on  contracts. 

Such  a  system  in  our  opinion  would  prove  both  impractical  and  inimical  to  the 
interest  of  the  producer.  It  would  not  control  premiums  or  discounts  on  grades 
any  more  than  they  are  controlled  now.  It  would  so  restrict  trading  in  futures 
as  to  eventually  narrow  the  futures  market  to  such  a  point  that  it  would  impair 
if  not  destroy  its  usefulness  in  the  cotton  trade.  It  would  put  a  premium  on 
squeezes  and  corners  by  the  shrewd  manipulator,  with  no  corresponding  benefit 
whatever  to  the  producer,  and  cause  the  futures  market  to  lose  its  broad  general 
character,  its  trading  value,  and  ready  negotiability,  and  become  but  a  machine 
for  the  gain  of  the  shrewd  trader.  There  can  be  no  gainsaying  that  the  futures 
market  now  affords  avenues  and  opportunities  for  speculation.  On  the  other 
hand,  if  it  is  broad  and  general,  it  permits  the  elimination  of  speculative  risks 
in  its  facilities  for  legitimate  "hedge"  buying  and  selling  of  a  commodity  whose 
fluctuations  depend  upon  world  conditions  and  world  trade.  Anything  done  to 
hamper  the  proper  functioning  and  operation  of  such  an  instrument  in  the  trade 
should  be  looked  on  with  suspicion,  and  new  departures  should  be  tested  in 
the  laboratory  of  practical  common  sense  and  experience. 

2.  Places  of  delivery. — Admitting  that  New  York  is  not  a  natural  spot  market, 
and  that  the  amount  of  spot  cotton  actually  handled  in  New  York  is  insignificant 
compared  to  what  is  handled  at  other  places,  New  York  is  the  financial  center  of 
this  country,  and  trade  follows  finance  more  certainly  than  it  ever  followed  the 
flag.  New  Orleans,  a  large  spot  market,  is  the  only  city  in  America  that  is  able 
to  sustain  a  futures  market  in  conjunction  with  New  York.  If  spots  were  the 
determining  factor  of  a  successful  and  broad  futures  market,  other  cities  would 
have  succeeded  in  establishing  futures  markets. 

In  our  opinion  it  would  be  a  policy  fatal  to  the  producer  and  to  the  manufac- 
turer— the  two  elements  most  vitally  concerned  and  most  thoroughly  to  be  con- 
sidered in  the  cotton  trade — to  establish  a  system  of  permitting  delivery  on  New 
York  contracts  at  any  place  other  than  New  York.  It  would  avail  but  little  to 
the  New  England  cotton  spinner  who  bought  January  contracts,  to  find  delivery 
made  to  him  in  Memphis  when  the  actual  character  of  cotton  that  he  needed  in 
his  mill  could  best  be  found  in  Galveston,  and  the  southern  mill  owner  who  bought 
his  contracts,  hoping  and  expecting  that  he  could  obtain  delivery  at  or  near 
Greenville,  S.  C.,  would  find  little  advantage  in  having  his  cotton  delivered  to 
him  in  a  Dallas  warehouse  instead  of  New  York.  The  more  places  of  delivery 
that  are  permissible  under  the  contract,  the  less  desirable  would  the  contract 
become  to  the  dealer  or  to  the  manufacturer  of  cotton;  the  less  support  there 
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would  be  to  the  futures  market  from  legitimate  trading,  and.  the  more  power 
would  be  given  the  speculator  for  manipulations  and  squeezes. 

We  may  find  a  comparison  in  the  sugar  markets  to-day.  The  futures  market 
for  raw  sugar  is  a  broad  and  reasonable  one.  DeHvery  can  be  made  only  in 
New  York.  The  market  for  refined  sugar  is  an  absolutely  narrow  and  impossible 
one.  Delivery  can  be  made  at  the  option  of  the  seller  at  either  New  York  or 
Chicago,  deHvery  at  the  latter  place  allowing  the  rate  from  New  York  to  Chicago. 

No  one  will  buy  freely  or  trade  in  a  commodity  not  knowing  in  advance  the 
place  of  delivery,  and  to  withdraw  this  support  from  the  market  will  militate  to 
an  alarming  extent  against  the  southern  producer.  Those  who  may  have  placed 
their  cotton  in  various  southern  warehouses  available  for  tender  on  New  York 
contracts  will  be  destined  to  find  their  goods  not  necessarily  unmerchantable, 
but  salable  only  at  a  sacrifice  to  those  who  would  be  in  position  to  take  advantage 
of  their  condition.  Far  better  "to  endure  the  ills  we  have  than  fly  to  others  that 
we  know  not  of." 

3.  Establishment  of  differences. — Suggested  changes  along  this  line  are  neces- 
sarily in  the  nature  of  an  experiment.  The  present  plan  has  every  element  of 
fairness,  and  while  not  by  any  means  infallible  in  its  application,  has  on  the  whole 
proven  rational,  fair,  and  thoroughly  satisfactory.  The  Bureau  of  Markets 
maintains  a  force  whose  duty  it  is  to  visit  the  ten  designated  spot  markets  and 
to  seek  out  the  reasons  why  any  apparent  disparity  exists  in  any  one  of  them,  and 
to  reconcile  the  differences  between  grades  to  an  equitable  basis,  dependent 
entirely  on  demand  and  supply.  Few,  if  any,  attempts  to  interfere  with  natural 
laws  by  legislation  have  ever  availed.  It  is  extremely  doubtful  if  any  such  legis- 
lation can  have  anything  more  than  a  temporary  influence,  and  there  is,  in  our 
opinion,  no  ground  for  changing  the  present  plan. 

CONCLUSION 

.  The  whole  matter — the  three  points  mentioned  and  all  others — will  be  solved 
by  the  spirit  in  which  the  Federal  Trade  Commission,  so  far  as  their  report  is 
concerned,  will  approach  the  matter.  If  it  is  their  belief  that  the  futures  markets 
serve  no  useful  purpose,  some  of  the  changes  proposed  above  might  be  very 
efficaciously  used  to  stifle  and  smother  futures  into  a  condition  of  innocuous 
desuetude,  and  a  state  of  speculative  coma  can  be  brought  about  in  the  cotton 
market  by  restrictions  that  will  eventually  destroy  the  futures  market,  if  such  is 
the  purpose.  If,  on  the  other  hand,  the  matter  is  approached  in  a  thoroughly 
judicial  spirit  to  ascertain  the  good  and  the  bad,  we  submit  that  the  remedies  to 
b^supphed  should  not  be  mere  theories  and  impractical  ideas.  Speculative 
interests  have  frequently  used  the  futures  market  to  unduly  depress  the  price  of 
cotton  to  the  injury  of  the  producer,  and  have  abnormally  raised  the  price  of 
cotton  at  times  to  the  injury  of  the  consumer  and  the  manufacturer. 

That  it  will  be  more  possible  for  similar  conditions  to  arise  without  the  futures 
market  we  assert  is  attested  by  conditions  that  are  frequently  complained  of  in 
various  commodities  where  no  futures  market  exists,  and  where  no  special  means 
or  marks  of  speculation  permit  fear  of  defeat  of  their  plans  in  the  minds  of  those 
who  would  manipulate  and  control  the  price  of  a  great  commodity.  If  the 
cotton  futures  market  is  to  serve  the  producer,  the  manufacturer,  the  consumer, 
and  the  trade  generally,  the  contract  should  l^e  made  one  of  strength  and  ready 
negotiability,  with  its  conditions  appealing  to  both  buyer  and  seller,  otherwise 
it  becomes  one-sided  and  can  not  move  with  the  facility  and  ease  which  its  very 
nature  and  mission  require. 

This  is  signed  by  me  as  president  of  the  Galveston  Cotton  Exchange. 

The  Chairman.  You  said  you  were  not  running  for  office.  Did 
you  ever  try  to  be,  economically,  for  the  producer  and  the  consumer 
at  the  same  time?  I  notice  in  this  paper  that  you  have  just  read 
you  state  that  if  the  future  market  was  done  away  with  it  would 
mjure  both  producer  and  consumer.  It  is  my  observation  that 
frequently  the  producer  and  the  consumer  do  not  travel  the  same 
economic  road. 

Mr.  Harriss.  Well,  they  do  not,  Mr.  Chairman;  but  my  opinion 
is  that  if  we  do  not  have  a  producer  there  will  be  not  any  need  for  the 
consumer.  I  think  on  the  producer  depends  the  prosperity  of  this 
whole  Nation. 
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Commissioner  Nugent.  What,  in  your  judgment,  is  the  propor- 
tion of  the  actual  producers  of  cotton  who  deal  in  future  contracts  ? 

Mr.  Harriss.  Well,  comparatively  none,  it  is  very  insignificant. 
You  mean  directly,  do  you,  sir  ? 

Commissioner  Nugent.  Yes. 

Mr.  Harriss.  Comparatively  few  directly;  indirectly  their  entire 
crop  is  handled  through  the  distributor  or  the  middleman,  as  the 
politicians  call  him. 

The  Chairman.  All  the  cotton  exchanges  closed  during  the  war, 

did  they  not? 

Mr.  Harriss.  Yes;  they  closed  about  the  31st  of  July,  1914. 

The  Chairman.  How  long  did  they  stay  closed? 

Mr.  Harriss.  Until  about  the  middle  of  November  or  the  Ist  of 
December. 

The  Chairman.  Of  that  same  year? 

^^T*  TTarrtss    Y^es  sir 

The  Chairman.  That  was  at  the  beginning  of  the  World  War? 
»   Mr.  Harriss.  Yes. 

The  Chairman.  But  they  were  open  during  our  participation  m 
the  war,  they  were  open  when  we  got  in  the  war? 

Mr.  Harriss.  Yes;  and  in  the  meantime  tJiat  [?]  the  producer 
suffered  very  seriously. 

The  Chairman.  So  they  closed  at  the  beginning  of  the  war  and  do 
you  remember  what  was  the  reason  given  for  their  closing? 

Mr.  Harriss.  Well,  I  think  it  was  just  a  question  of  everybody 
being  upset,  and  they  did  not  know  what  was  going  to  happen. 

Mr.  Glenny.  The  financial  fabric  of  the  world  was  broken  down. 

Mr.  Harriss.  It  was  due  principally  to  financial  conditions. 

The  Chairman.  It  has  always  been  a  mystery  to  me,  your  cotton 
exchanged  closed  and  the  New  York  Stock  Exchange  closed;  but  the 
wheat  exchanges  generally  went  ahead,  they  went  ahead  in  fine  shape. 

Mr.  Harriss.  Mr.  Chairman,  up  to  that  time  I  think  we  were 
exporting  about  two-ttdrds  of  our  raw  cotton  in  this  country. 

The  Chairman.  The  answer,  then,  is,  in  your  mind,  if  you  have  a 
real  answer,  that  it  was  an  interruption  to  the  prospective  transporta- 
tion of  export  cotton  that  caused  the  trouble;  is  not  that  true? 

Mr.  Harriss.  No,  sir. 

The  Chairman.  What  was  it,  then;  why  did  you  close  up  m  1914? 

Mr.  Harriss.  Well,  for  instance,  at  that  time  there  were  a  great 
many  outstanding  shipments  and  drafts  on  Europe  for  cotton  that 
had  been  sold  and  shipped,  an^  the  banks  here  began  to  notify  us  that 
these  drafts  were  unsafe;  we  did  not  know  just  what  our  position  was 
going  to  be  in  exporting  cotton.  I  think  the  main  thought,  or  the 
originfd  thought,  with  everybody  on  the  impulse  of  the  moment  was 
that  we  were  ruined,  that  we  were  not  going  to  be  able  to  export 
any  cotton  that  season;  and,  consequently,  there  were  no  buyers  for 

future  contracts. 

The  Chairman.  This  keeps  occurring  to  me,  although  there  may 
not  be  anything  in  it.  Here  is  a  commodity  down  south,  and  you  have 
a  monopoly  in  that  commodity.  It  is  raised  with  great  trouble 
against  bugs  and  water  and  rain  and  everything  else,  and  it  is  gathered 
with  great  difficulty,  and  here  are  a  lot  of  folks  that  have  a  commodity 
that  tkey  have  raised  to  sell,  and  you  say  this  future  market  is  of  great 
benefit  to  these  folks  who  are  the  producers,  that  you  and  I  agree  are 
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the  mainstays  of  the  Nation;  but  when  an  hour  of  distress  comes  and 
ttimp  are  going  to  pot  your  ever  ready  help  in  the  shape  of  a  future 
market  IS  withdrawn  from  the  support  of  those  folks  and  that  leav^ 

Sl^uTt^'  ll'oiirK^^"'^"  '""^  ""^  '"^'^'^  ^-"^  -<^  "-^- 

th^":  Harriss  Well,  Mr.  Chairman,  we  had  never  been  through 
that  expenence  before,  ,t  was  something  we  had  never  run  up  agair^t 
Ihe  Chairman  It  was  new  to  me,  too.  I  simply  thought  now 
why  do^  not  the  future  market  hang  on,  why  do^^it  notTielp  mT' 
Cotton  Raiser  out  this  time,  if  it  is  such  a  ^nd,  good  tSwhy 
does  it  not  perform  now?  "'""S.  *"y 

Mr.  Harriss.  Well,  this  thing  was  so  tremendous  and  world  wide 
»ts  extent,  something  that  we  had  never  seen  before,  that  I  would 
probably  excuse  it  on  account  of  those  conditions. 

the  Chairman.  It  makes  you  wonder,  if  you  are  trying  to  di<r 
into  the  truth  of  this  thing  and  really  gei  at  the  facts   al^t  of  thl 
actions  and  a  lot  of  the  things  that  happen  to  confu^  you      You 
fellows  closed  up  when  the  World  War  came  on,  and  the  cotton  futur^ 
market,  *o  f ar  as  it  benefited  the  producer,  was  a  prop  that  w^  takeT 
away  and  he  was  left  alone  with  a  bale  of  cotton  on  ks  back      Now 
when  it  came  to  wheat  there  was  no  closing  of  the  future  exchan-^w 
m  wheat,  they  went  along;  but  when  we  got  into  the  war  then  the 
future  market  for  wheat  was  taken  away  and  the  Government  fixed 
the  price  of  wheat.     In  other  words,  the  Government,  in  1917   did 
^»rW    *"'  tie  future  gram  market^ to  help  the  producer,  it  shut'that 
market  up,  and  m  your  case  you  shut  up  yourselves;  so  that  when  a 
man  dip  into  this  complex  question  of  a  future  market  and  tri  ™to 
find  out  about  it,  he  wonders  why  in  cotton,  in  the  one  instance  That 
happened,  and  why,  m  wheat,  in  another  instance-why  in  e«-h  case 

i«ft„l!"'!iT'''l'^'?x.**''^''  r*^'  "n*  the  speculative  market^n 
cotton  and  the  other  the  speculative  market  in  wheat,  and  I  would 
like  to  know  why  it  was.  wouia 

Mr.  Harriss.  Well,  was  this  country  exporting  anything  like  the 
amount  of  wheat  then?  'b  ""j^  """g  une  ine 

TQie  Chairman  Yes;  we  were  pretty  large  exporters  of  wheat 
Mr.  Habwss  I  thmk  It  would  be  interesting  to  get  the  views  of 
some  of  these  other  gentlemen  about  this.  Mf  thought  is  that  it  L, 
something  that  never  happened  before,  and^proba-bly  never  wiU 
happen  agam,  one  of  those  unusual  conditioM,  when  there  wTre 
millions  of  outstanding  contracts  with  Europe  both  in  the  nature  of 

tl^tr.t''^  ^"u**f  "T"''  *"  *«'"'  *°<1  "n«'ed  contracts  and  no 
exchange  market.     You  see  up  to  that  time  we  had  negotiated  all 

The  Chairman.  I  would  say  the  difference  was  due  to  the  difference 
m  marketing  a  commodity,  but  you  and  I  live  out  in  that  se^-tion  of 
K^' Kr^J^'^  which  runs  from  the  Gulf  to  Canada,  and  we  ou^ht  to 
be  able  to  do  something  to  solve  that,  we  being  about  the  same  a^i 

Commissioner  Nugent.  What  was  the  production  of  cotton  hi 
this  country  last  year,  m  bales  ?  "^ 

milhon  bal^.'^'*  ^^  ^"^  '^'^^^^^  ''''^^'  ^^"^  "^^"^^^  ^^^^'  ^^«"t  ten 

Commissioner  Nugent.  Can  you  t«ll  how  many  miUion  bales  of 
cotton  were  sold  on  these  future  contracts  J 


Mr.  Harriss.  We  raised  about  ten  million  bales  and  I  suppose 
there  were  sixty  or  sixty-five  or  seventy  million  bales  sold. 

Commissioner  Nugent.  How  many  on  your  exchange  ^ 

Mr  Harriss.  We  have  no  future  market  there.  It  is  a  spot 
market.  Sometimes  there  are  several  transactions  on  the  same  thing; 
in  olhcr  words,  I  may  sell  a  thousand  bales  of  cotton  to  bmith  and 
he  hcd<res  it  and  sells  to  Jones,  and  Jones  hedges  it,  and  you  have  got 
the  spe^'culator  in  between  there.  So  that  is  the  reason  it  is  often  said 
that  you  sell  a  hundred  million  bales  of  futures  when  you  only  raise 
ten  million  bales  of  cotton.     That  explains  that  situation. 

Commissioner  Thompson.  I  would  like  to  ask  one  question. 
You  said  that  there  were  certain  commodities  in  which  there  was 
not  a  futures  market,  in  which  the  speculator,  because  of  his  actions, 
influenced  the  market  much  more  than  in  those  instances  where 
there  was  a  futures  market.     I  would  like  to  have  an  instance  of  that 

YSir!"  hT^^s.  '\^ell,  I  suppose  you  could  call  that  person  a  spec- 
ulator, or  most  anyone  else,  if  there  were  no  future   markets  in  the 

cotton  business ,  .       ,.,     ,     ,,        _  ,„u„4. 

Commissioner  Thompson.  I  mean  something  hke  butter  or  what 

commodity  were  you  thinking  of  there? 

Mr.  Harriss.  I  can  come  pretty  close  to  home  on  that.     1  would 

^**Coi^l^ioner  Thompson.  Vegetables  are  not  a  thing  in  which 
there  is  an  international  market. 

Mr.  Harriss.  No.     I  suppose  there  is  no  future  market  on  eggs, 

is  there  s 

Commissioner  Thompson.  I  wanted  to  get  some  instances. 

Mr  Harriss.  Well,  Mr.  Commissioner,  I  suppose  there  are  any 
number  of  instances,  if  the  buyer  is  able  to  control  a  product. 

Commissioner  Thompson.  But  in  your  paper  here  you  read  you 
said  there  were  instances  where  there  was  a  greater  influence  of  the 
speculator  on  a  product  than  in  the  case  of  cotton,  ^here  the-^  was  a 
futures  market,  and  what  I  wanted  to  know  was  a  case  of  that  kmd. 

Mr  HarrisL  Well,  I  would  say  that  there  are  any  number  of 
farm  products;  probably  some  of  them  are  more  or  less  perishable, 
bTin  the  cake*^  of  most  any  commodity,  where  a  speculator,  or 
whatever  you  might  caU  him,  can  go  in  and  deal  m  tfiat  commod- 

'^^COTmissioner  Thompson.  You  have  no  specific  instance  in  mind? 

Mr.  Harriss.  No,  no;  just  in  a  general  way. 

Commissioner  Thompson.  In  your  discussion  with  the  other 
members  of  your  exchange,  did  they  bnng  up  any  such  case? 

Mr  Hariuss.  No  specific  cases,  just  in  a  general  way  Most  any 
product  that  is  not  regulated  or  influenced  by  a  market. 
P  Gentlemen,  I  think^from  a  selfish  standpoint,  al  hough  I  may  be 
misrepresenting  my  own  interests,  I  beheve  it  woiJd  be  the  hnest 
Sn  the  world  to  have  the  southern  warehouse  dej^ery,  because 
I  believe  that  either  one  of  two  thmgs  would  result  I  think  it 
would  give  us  either  a  more  one  sided  contract  or  a  seller  s  contract, 
Tnd  a  wntract  that  would  be  much  more  easily  subject  to  mampu- 
fation-^ri  ttiink  it  would  have  the  effect  of  closing  ur,  the  futures 
market  altogether.  I  think  the  latter  is  very  probable,  in  fact  I 
dlo  not  beUefe  it  would  be  very  long  before  you  could  hang  the  crepe 
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on  both  the  cotton  exchange  door  in  New  York  and  the  cotton  ex- 
change door  m  New  Orleans,  in  case  the  southern  warehouse  dehverv 
was  made  a  law,  m  case  the  New  York  Cotton  Exchange  decided  to 
adopt  that. 

Ilie  QiAiRMAN.  Mr.  Howard  wants  to  ask  you  a  question. 
Mr.  Howard.  In  connection  with  the  question  of  why  cotton 
exchanges  m  this  country  closed  in  1914,  after  the  breaking  out  of 
the  W  orld  War,  I  would  hke  to  ask  you  whether  or  not  it  was  not  in 
your  expenence  that  transportation  was  a  very  vital  factor  m  that 
condition;  to  what  extent  did  ocean  insurance  rates  become  a  factor: 
to  what  extent  were  ships  for  transportation  procurable;  to  what 
extent  were  ships  being  needed  for  wheat  and  other  essentials  in 
the  war  taken  out  of  the  cotton  trade;  to  what  extent  was  that  the 
result  of  the  divided  opinion  as  to  whether  England  or  Germany 
would  have  mastery  of  the  seas,  and  whether  or  not  there  was  any 
a^urance  in  that  regard  until  after  the  battle  of  the  Falkland  Islands 
when  England  drove  Germany  off  the  seas  and  prevented  the  cap- 
ture of  cargoes  of  cotton;  to  what  extent  did  those  things  operate 
as  an  immediate  reason  for  closing  the  cotton  exchanges— when 
your  total  production  was  something  like  fifteen  milhon  bales  and 
your  consumption  something  like  less  than  seven  million  bales? 

Mr.  Harriss.  I  think  all  those  things  tended  in  a  way  to  create  the 
conditions,  which,  as  I  said,  the  world  had  never  known  before  and 
which  the  world  will  probably  never  know  again. 

Doctor  Stevens.  Mr.  Harriss  made  the  point  that  he  thought  the 
g-ades  on  contracts  should  be  increased.     I  would  like  to  ask  Mr 
Harriss  how  he  would  consider  that  would  affect,  first,  the  price  of  the 
contract,  and,  secondly,  the  discount  at  the  present  time  on  the  dis- 
tant months  under  the  near  months. 

Mr.  Harriss.  Well,  I  think  it  would  have  a  tendency  to  perhaps 
make  more  of  a  seller's  contract  out  of  the  future  market,  the  present 
futures  contract. 

Doctor  Stevens.  Depress  the  contract  price? 

Mr.  Harriss.  It  might  have  that  tendency.     However,  it  does 
seem  unreasonable  that  such  grades  as  strictly  [strict  good]  ordinary 
middling  tinged,  should  be  outlawed  or,  perhaps,  atricdy  [strict  low! 
middling  spotted. 

Doctor  Stevens.  Would  the  discounts  widen  under  such  an  increase 
m  the  deliverable  grades  ? 

Mr.  Harriss.  It  might.  Doctor,  although,  arriving  at  these  differ- 
ences through  the  average  of  these  ten  designated  markets,  it  seems 
like  the  value  of  those  grades  should  be  taken  care  of. 

Another  thing,  too,  is  when  you  get  down  to  low  middling,  down  to 
strict  [good]  ordinary  and  good  ordinary,  and  some  of  these  colored 
cottons,  you  very  frequently  run  into  a  character  of  cotton  which 
might  be  termed  holly  cotton  or  snap  cotton.  There  is  some  question 
as  to  whether  those  grades  would  be  considered  marketable  or  tender- 
able  or  not.  We  in  Galveston  are  well  satisfied  with  the  contract  as 
it  now  stands,  and  we  beheve  it  would  be  decidedly  against  the  inter- 
ests of  the  producer— it  would  not  be  beneficial  to  the  consumer 
either — to  make  any  change  whatever. 

Doctor  Stevens.  You  do  not  think,  then,  that  by  any  revision  of 
the  present  form  of  contract  you  could  offset  the  possibilities  of  manip- 


THE  COTTON  TRADE 


331 


ulation  if  you  had  southern  warehouse  delivery — or  the  increased 
possibilities  of  manipulation  ? 

Mr.  Harriss.  No;  I  do  not,  Doctor.  In  fact,  I  want  to  profess  a 
little  ignorance  as  to  the  reason  for  this  hearing.  I  do  not  know 
whether  it  was  altogether  due  to  the  rumors  or  reports,  the  facts,  con- 
cerning manipulations  or  saueezes.  I  believe  that  southern  ware- 
house delivery  would  give  the  larger  houses  a  much  better  oppor- 
tunity for  manipulation  or  squeeze  than  is  now  the  case. 

Doctor  Stevens.  Would  you  take  that  position  if  the  delivery  were 
to  be  made  on  New  York  contracts  at  only  one  southern  point? 

Mr.  Harriss.  No;  not  altogether.  It  might  have  a  tendency  to 
weaken  that  contract  to  some  extent;  but  I  do  not  know  that  I 
would  particularly  object  to  one  southern  point  in,  say,  for  instance, 
New  Orleans. 

The  Chairman.  We  thank  you  for  your  statement.     We  will  now 

hear  from  Mr.  Hogan. 

STATEMENT  OF  ME.  THOMAS  J.  HOGAN,  EEPEESENTINO 
THE  NOEFOLK  AND  POETSMOTJTH  COTTON  EXCHANGE, 
NOEFOLK,  VA. 

Mr.  HoGAN.  Before  I  begin  to  say  anything  in  regard  to  what  our 
cotton  exchange  desires,  I  am  going  to  presume  to  answer  a  question 
that  you  asked  Mr.  Harriss. 

I  am  a  bit  doubtful  but  I  think  it  might  clear  things  up  somewhat. 
You  asked  him  why  the  cotton  exchange  closed  and  why  the  wheat 
exchange  went  on.  Well,  I  have  always  noticed  when  anything  bad 
happens  cotton  suffers  first.  Anyway,  I  think  it  is  historically  proven 
or  snown  that  wheat  is  one  of  the  sinews  of  war,  and  that  conse- 
quently a  war  generally  booms  wheat,  and  the  fact  that  it  is  easy  for 
wheat  exchanges  to  function,  when  a  cotton  exchange,  if  it  is  not  closed 
the  pressure  of  cotton  would  have  put  cotton  down  to  a  value  that 
was  absolutely  nothing,  explains  that.  It  would  have  put  cotton 
down  to  nothing  or  under  what  it  actually  went  to. 

The  Chairman.  It  went  to  6  cents. 

Mr.  Hogan.  Yes;  I  think  if  they  had  tried  to  sell  the  whole  crop 
in  the  United  States  at  that  time,  cotton  would  have  gone  down 
to  2  cents,  and  so  I  think  that  was  good  judgment.  It  is  not  to  be 
held  against  the  French  army  that  the  Germans  overcame  them  in 
the  first  part  of  the  war,  and  it  is  not  to  be  held  against  the  Japanese 
that  they  could  not  overcome  that  earthquake  that  they  have  just 
had.  Neither  the  French  nor  the  Japanese  could  meet  those  situa- 
tions, and  so  I  think  good  judgment  was  displayed  in  closing  the 
cotton  exchanges.  Whether  they  were  right  or  wrong  the  fact  re- 
mains that  they  did  the  best  they  could. 

I  feel  like  an  innocent  criminal  before  this  body.  I  feel  like  I  was 
brought  here  in  consultation  with  my  advocates,  who  are  goin^  to 

g lead  my  case  before  the  judee,  which  is  the  Congress  of  the  United 
tates.  In  other  words,  I  believe  that  the  cotton  merchants  in 
America  and  of  the  world,  as  centered  in  the  cotton  exchanges,  are 
on  trial,  not  before  this  body,  however,  because  I  feel  that  the  Federal 
Trade  Commission  want  to  give  us  a  fair  deal — to  give  the  merchants, 
the  traders  of  the  United  States,  a  fair  deal.    And  therefore  what  I 
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am  saying  to  you  I  am  saying  to  you  as  my  advocates  and  not  as 
my  judges. 

The  cotton  exchange,  when  your  commimication  came  to  them, 
called  a  meeting,  and  after  due  consideration  and  a  strict  roll  call  of 
the  nineteen  members  present,  all  voted  that  it  was  the  desire  of  the 
Norfolk  Cotton  Exchange  that  all  grades  be  tenderable  on  con- 
tracts. 

The  reason  they  gave  for  this  was  in  times  past  they  were  left  on 
hand — referring  to  conmaission  merchants — with  cotton  which  they 
were  absolutely  unable  to  sell.  A  farmer  has  given  instructions  to 
sell  the  cotton.  The  commission  merchant  could  only  sell  the  cotton 
that  wa^  tenderable  on  contracts.  The  result  was  that  after  a  big 
decline  in  the  market  he  was  absolutely  unable  to  recover  from  the 
countryman,  for  the  reason  that  the  countryman  said  "I  told  you  to 
sell  my  cotton  and  you  didn't  do  it." 

Therefore  the  cotton  merchants  of  Norfolk  feel  that  they  should 
have  a  place  in  which  they  can  not  only  tender  their  goodf  grades, 
but  also  oflF  grades  of  cotton. 

And  then  the  vote  came  on  southern  delivery,  and  thirteen  voted 
against  southern  delivery  points,  and  six  in  favor  of  southern  de- 
livery points.  I  was  appomted  to  represent  the  group  opposed  to 
southern  delivery  points.  The  gentleman  appointed  to  represent 
the  group  in  favor  of  southern  delivery  points  became  converted  to 
my  side,  and  then  they  appointed  another  gentlemen  to  represent 
those  in  favor  of  southern  delivery  points,  and  he  also  became  con- 
verted, and  so  he  did  not  come  here.  I  will  leave  that  to  the  other 
side. 

I  say  we  feel  like  we  are  on  trial  before  the  Congress  of  the  United 
States  as  cotton  merchants,  and  I  feel  that  as  merchants  we  can  stand 
before  the  whole  world  and  claim  that  we  have  always  performed  our 
function  of  the  middleman,  or  the  delivery  man,  and  that  we  have 
performed  that  function  honestly  and  fairly  on  both  sides,  statements 
to  the  contrary  notwithstanding,  and  that  the  merchant  is  the  proper 
vehicle  of  intercourse  between  the  producer  and  the  consumer. 

I  believe  that  the  merchant  in  all  legislation  should  be  given  fair 
and  full  consideration,  for  the  simple  reason  that  I  do  not  believe 
that  the  producer  would  ever  have  sold  his  cotton  outside  tlxe  narrow 
limits  of  his  own  httle  State  if  it  had  not  been  for  the  merchants, 
who  operate  over  the  seas  and  establish  foreign  connections  and 
make  the  home  product  salable  in  the  whole  world. 

So  I  believe  when  we  go  before  Congress  we  ought  not  to  be  dragged 
up  there  as  criminals,  defending  ourselves,  but  that  you  should  say 
to  Congress,  ''We  have  investigated  the  cotton  business,  we  have 
investigated  the  cotton  exchanges,  and  we  find  the  cotton  business 
is  conducted  on  a  high  level,  and  we  believe  those  men  in  the  cotton 
business  are  fully  capable  of  taking  care  of  the  exigencies  of  the 
trade;"  that  at  one  time  the  bull  is  defeated  and  at  another  time  the 
bear  is  defeated;  the  buyer  and  seller  are  constantly  in  a  battle  of 
wits.  The  advantage,  to  mv  mind,  is  always  with  the  buyer,  because 
as  a  seller  I  have  to  go  to  the  buyer.  I  have  to  satisfy  a  buyer.  It 
is  very  seldom  that  the  buyer  comes  to  me,  because  I  find  he  is  always 
waiting  for  me  to  come  into  his  office  and  sell  to  him. 

That  is  the  way  it  always  is.  The  traveling  salesman  is  on  the 
road.     I  never  heard  about  a  travehng  buyer.     1  think  the  advantage 
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is  always  with  the  buyer,  and  you  can  not  take  it  away  from  him, 
no  matter  what  legislation  you  may  enact. 

Now,  if  the  Federal  Trade  Commission  would  go  to  Congress  and 
say,  **  We  don't  see  any  use  of  any  further  legislation  connected  with 
the  cotton  trade" 

The  Chairman.  I  am  following  you  very  closelv  and  that  sounds 
good.  Would  you  have  made  that  speech  in  1913;  would  you  have 
come  before  us  if  we  had  been  in  existence  in  1913  and  have  said, 
"Yop  Federal  Trade  Commissioners  go  up  to  Congress  and  say, 
*  Let  the  cotton  future  market  alone ' " ;  woiild  you  have  said  that  m 
1913? 

Mr.  HoGAN.  In  1913,  before  the  exchange  closed? 

The  Chairman.  No;  I  sav  in  1913,  would  you  have  made  that  state- 
ment? I  think  you  say,  ^'Yes."  All  right,  according  to  what  you 
have  stated  here,  you  wouldn't  say  that  you  would  make  that  state- 
ment; and  then  you  would  have  been  mistaken. 

Mr.  HoGAN.  Gentlemen,  I  mav  be  wrong 

The  Chairman.  I  do  not  think  that  you  get  me,  probably. 

Mr.  Hogan.  Well,  I  will  answer  your  question  categorically;  yes;  or 
I  would  say  to  go  to  Congress  and  say,  **  Gentlemen,  you  have  nothing 
to  do  with  the  fact  that  Mr.  Jones  had  a  certain  kmd  of  a  contract 
with  Mr.  Smith;  the  only  time  you  have  anything  to  do  with  Mr. 
Jones  is  when  he  falls  down  on  his  contract  and  Mr.  Smith  goes  to 
the  court." 

The  Chairman.  So  you  are  really  against  the  present  law;  you  do 
not  think  it  is  a  good  law? 

Mr.  HoGAN.  I  do  not  believe  that  the  present  law  has  really  done 
any  material  amount  of  good,  except  in  the  matter  of  differences  of 
the  10  markets. 

The  Chairman.  Now,  that  is  frank;  you  do  not  believe  in  the 

present  law? 

Mr.  HoGAN.  I  do  not  believe  in  any  legislation  against  business, 
I  believe  that  gentlemen  in  business  are  the  same  as  preachers  in 
poUtics.     [Laughter.] 

The  Chairman.  Would  you,  then,  go  to  Congress  and  say  we 
recommend  that  you  repeal  the  Smith-Lever  law? 

Mr.  HoGAN.  When  that  law  was  passed  I  would  have;  but  I  have 
gotten  so  used  to  acting  under  the  law  that  all  I  ask  now  is  that  you 
should  not  ask  for  any  more  legislation.  We  have  adjusted  ourselves 
to  conditions,  and  business  wifl  take  care  of  its  own  affairs. 

But  leaving  that  aside,  we  come  to  the  final  point,  which  is  there 
is  going  to  be  some,  legislation,  and  we  have  to  get  ourselves  in  line 
for  it.  Wliile  I,  as  representing  the  majority  of  the  members  of  the 
cotton  exchange  of  Norfolk,  am  opposed  to  southern  delivery  points, 
for  the  reason  that  I  do  not  believe  that  all  the  proponents  of  that, 
and  all  the  Congress  of  the  United  States  and  all  the  markets  of  the 
world  can  ever  work  out  a  practical  plan  on  which  it  can  be 
promoted 

The  Chairman  (interposing) .  Mr.  Hogan,  you  talk  to  fellows  down 
there  every  few  months.     What  do  you  tell  them? 

Mr.  Hog  AN.  I  b^  your  pardon. 

The  Chairman.  What  do  you  say  to  those  fellows  down  there? 

Mr.  Hogan.  I  was  in  a  different  atmosphere  down  there. 
[Laughter.]  I  was  on  my  own  dunghill  there,  and  up  here  I  feel 
differently. 
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The  Chairman.  Go  ahead  and  give  us  what  you  gave  them  down 
there. 

Mr.  HoGAN.  There  is  a  bugbear  among  the  people  and  that  bug- 
bear is  manipulation.  They  have  hollered  manipulation  until  one 
is  apt  to  get  bughouse  on  the  subject  of  manipulation.  There  are 
some  gentlemen  around  here — I  will  not  call  their  names,  but  there 
are  some  of  them  here  to-day — ^who  are  supposed  to  be  the  greatest 
manipulators  that  the  world  has  ever  known,  and  if  thev  do  what  they 
are  supposed  to  have  done  they  are  smarter  than  the  English  thought 
the  Germans  were  in  regard  to  those  mythical  guns  in  the  war.  I 
always  thought  if  the  Germans  were  as  smart  as  the  British  were 
stupid,  on  the  question  of  putting  the  machine  guns  in  the  Tower  of 
London,  I  believe  it  was — veil,  if  these  gentlemen  that  are  manipulat- 
ing this  market  and  buying  it  for  more  money  to  the  producer  and 
selling  it  cheaper  to  the  spinner,  if  they  can  manipulate  it  that  way, 
if  they  are  smart  enough  to  do  that,  you  can  never  get  any  legislation 
to  beat  them.     [Laughter  and  applause.] 

I  represent  the  small  merchant  m  the  cotton  business.  These  big 
fellows — and  a  lot  of  them  are  here — do  not  need  anv  cotton  exchange 
to  protect  them.  They  are  able  to  protect  themselves,  because  they 
have  so  much  money  it  does  not  make  anv  difference.  But  we  have 
not.  We  have  got  to  have  a  cotton  exchange  to  enable  us  to  buy 
cotton  and  carry  a  stock  on  hand  to  take  care  of  our  customers  who 
want  the  cotton. 

Suppose  we  buy  a  hundred  bales  of  cotton.  Now  I  would  like  to 
answer  some  questions  that  the  doctor  is  going  to  ask  me.     [Laughter.] 

We  are  asking  for  all  grades  to  be  tenderable  on  contracts,  lor  the 
simple  reason  that  we  buy  all  grades. 

Up  to  this  year  I  suppose  half  the  cotton  was  basis  middling.  We 
bought  it  from  the  first  of  June  to  the  first  of  October.  We  did  not 
know  what  we  were  going  to  get,  so  we  would  buy,  say,  a  thousand 
bales  of  basis  middling,  as  much  as  we  could  carry. 

One  thing  I  would  uke  to  say,  and  that  is  cotton  is  not  like  eggs, 
for  instance.  You  can  not  put  cotton  down  and  say  each  bale  is 
identical.  I  do  not  [?]  believe  there  is  [as]  much  difference  in  bales  of 
cotton  as  there  is  in  human  beings.  It  is  one  thing  on  the  outside, 
and,  when  it  comes  to  cotton,  it  may  be  an  entirely  different  thing  on 
the  inside  of  the  bale.  Atmospheric  conditions  will  change  it;  it 
will  be  changed  on  the  inside.  I  believe  the  fact  of  the  matter  is 
you  can  get  three  or  four  grades  of  cotton  out  of  one  bale  of  cotton. 

The  Chairman.  An  egg  will  change  on  the  inside,  too.     [Laughter.] 

Mr.  HoGAN.  Yes;  and  I  know  a  bale  of  cotton  will  change  on  the 
inside.  I  know  we  found  a  dead  cat  in 'the  middle  of  a  bale  of  cotton 
once  in  Norfolk.  We  buy  it  basis  middling  and  we  don't  know  what 
the  farmer  is  going  to  ship  in.  Mr.  Gordon  pointed  all  that  out.  If 
we  receive  a  hundred  bales  of  cotton  from  a  farmer  it  may  have  five 
different  grades  in  it,  and  we  have  sold  a  contract  in  New  York,  and 
we  want  to  shoot  that  hundred  bales  up  to  New  York  to  take  care  of 
ourselves,  and  we  are  not  doing  anybody  any  harm,  because  they 
Imow  what  they  are  getting  when  they  buy  it. 

We  have  shipped  a  hundred  thousand  bales  to  New  York  and 
delivered  them  on  contracts.  We  can  take  the  hundred  bales  of 
cotton  and  grade  that  out  as  one  grade,  and  that  will  come  back 
three  grades  from  New  York.     I  am  not  casting  any  reflection  on  the 


Government  classifier  when  I  say  that  either.  You  can  take  a  hun- 
dred bales  on  this  table,  and  if  it  is  gin  cut,  at  the  end  of  six  hours  it 
will  fool  you  to  death.  You  are  in  a  funnv  position.  We  are  in  here 
now  and  we  are  talking,  some  with  one  idea  and  some  with  another, 
and  we  understand  one  another.  Some  may  believe  in  southern 
delivery  points  and  some  do  not  believe  in  southern  dehvery  points. 

But  I  have  not  heard  an  argument  to-night 

The  Chairman  (interposing).  You  agree  with  Mr.  Clayton,  do 
you  not? 

Mr.  HoGAN.  I  agree  with  Mr.  Clayton  on  the  fact  that  it  is  a 
merchant's  proposition,  but  I  do  not  mean  to  say  that  you  should 
leave  the  spinner  and  the  producer  out.  The  spinner  is  supposed  to 
buy  cotton  from  us  and  not  from  New  York.  My  Lord,  if  you  would 
just  try  to  please  them  you  would  have  to  know  the  men  you  are 
dealing  with.  The  sale  of  cotton  to  a  spinner  is  as  inuch  different  as 
ordinary  cotton  in  Norfolk;  the  trading  with  the  spinner  is  as  much 
different  as  talking  Dutch  to  one  man  and  talking  Italian  to  another 
man. 

The  Chairman.  And  why  is  that?  That  is  very  interesting. 
Mr.  HoGAN.  For  the  simple  reason  that  the  spinner  is  narrow.  I 
do  not  mean  that  as  a  reflection  on  his  mentality,  but  I  mean  that 
in  this  way :  Say  a  mill  is  using  ten  thousand  bales  of  cotton  a  year, 
it  uses  ten  thousand  bales  of  a  certain  kind  of  cotton  and  does  not 
want  any  cotton  under  an  inch,  or  does  not  want  any  cotton  over  an 
inch,  lou  have  to  please  that  man  just  as  much  as  you  have  to 
please  your  wife.  [Laughter.]  You  can  get  a  new  wife,  maybe,  but 
when  your  customer  is  gone  he  is  gone  forever. 

The  Chairman.  You  mean  when  it  comes  to  deliveries  to  a  spin- 
ner, he  is  a  man  who  is  vigilant  as  to  what  he  is  getting,  and  he  wants 
a  certain  thing  at  a  certain  time. 
Mr.  HoGAN.  For  a  certain  purpose. 

The  Chairman.  And  when  you  are  dealing  with  him  you  make  him 
pay  for  that  service,  necessarily,  and  justly  so. 
Mr.  Hog  AN.  Yes,  sir. 

The  Chairman.  Now,  you  are  contracting  that  with  a  future  mar- 
ket, where  you  do  not  have  any  of  those  worries ;  the  fellow  is  not  going 
to  get  any  cotton  and  so  you  don't  care  what  you  propose  to  give  him. 
Mr.  HoGAN.  No;  it  is  like  buying  on  the  cotton  market  at  home. 
I  might  buy  five  hundred  bales  of  cotton  and  I  might  specify  that  I 
would  not  take  anything  except  a  certain  grade — sometunes  I  might 
say  that  I  woifld  not  take  anything  but  a  certain  low  grade;  but  the 
spinner,  as  I  say,  is  narrow.  He  only  wants  his  particular  kind  that 
he  has  specified.  He  wants  that  particular  type  for  his  own  kind  of 
cloth.  That  is  why  you  can  not  make  a  contract  with  a  spinner  as 
you  can  a  contract  with  the  general  trade. 

We  might  sell  a  thousand  bales  of  cotton  to  Anderson,  Clayton,  and 
Fleming.  We  might  sell  tham  a  thousand  bales  of  cotton,  and  all  we 
would  do  would  be  we  would  sell  them  a  thousand  bales  of  cotton 
of  different  grades,  and  they  would  accept  probably  what  we  would  not 
ship  to  a  mfll  imder  the  same  specification.  The  Mt.  Vernon- Wood- 
bury Mills  will  not  accept  ahytning,  for  instance,  in  which  the  staple 
is  over  15/16ths  of  an  inch. 

We  are  against  southern  warehouse  deliveries,  that  is  what  we  are 
up  here  to  tell  you,  because  we  believe  it  would  put  a  tremendous 
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advantage  in  the  hands  of  the  big  dealers  in  cotton.     You  asked  a 
while  ago  the  names  of  the  big  dealers  in  cotton. 

The  Chairman.  Because  I  did  not  know. 

Mr.  HoGAN.  It  does  not  make  any  difference,  one  year  it  is  one 
big  dealer  and  another  year  it  is  another  big  dealer.  It  would  give 
any  n»an  in  the  business  with  $25,000,000  an  advantage  over  the  man 
in  the  business  with  $25,000,  because  if  he  wanted  to  go  together  with 
another  clioue  and  buy  up  cotton  and  scatter  it  at  all  these  points, 
I  don't  think  he  would  manipulate  only  the  current  month  he  would 
manipulate  the  entire  en  p 

The  Chairman.  On  this  big  dealer's  proposition  I  merely  wanted 
information.  When  you  speak  of  the  big  dealer  are  vou  talking  about 
the  man  who  goes  into  the  speculative  cotton  market,  or  about  the 
man  who  actually  buys  and  sells  cotton? 

Mr.  HoGAN.  I  womd  say  that  I  am  talking  about  the  man  who 
actually  buys  and  sells  cotton,  because  the  man  who  buys  cotton  out- 
side of  his  general  business  as  an  investment,  he  is  not  really  a  factor 
except  now  and  then.  The  big  spot  man  is  always  a  factor  m  cotton, 
a  man  like — well,  I  won't  mention  any  names,  because  there  is  no 
use,  but  various  men  who  have  from  time  to  time  made  spectacular 
deals  in  cotton,  they  were  merely,  sometimes,  men  in  outside  business; 
for  instance,  a  man  in  outside  business  will  buy  a  lot  of  real  estate 
expecting  an  Advance.  I  never  heard  of  but  one  man  that  really  sold 
the  market;  they  all  buy.  And  coming  down  to  that,  the  ten  de- 
livery points  in  the  South,  to  my  mind,  that  would  put  a  weight  on 
speculation,  and  if  you  kill  speculation,  you  are  going  to  kill  produc- 
tion, because  speculation  is  as  essential  to  business  as  exercise  is  to 
the  human  body. 

It  is  not  like  one  group  buying  from  a  smaller  group,  there  are  as 
many  buyers  as  there  are  sellers,  and  that  is  always  bound  to  be  so, 
and  the  cotton  exchange  functions  for  both  of  them.  The  cotton 
exchange  is  not  in  business  to  take  care  of  the  buyer  of  cotton  or  the 
seller  oi  cotton;  it  is  merely  for  the  meeting  of  tne  two,  and  to  say 
that  so  and  so  manipulates  the  market,  it  is  really  silly  in  a  way. 
It  is  not  impossible  to  bulge  one  month  or  it  is  not  impossible  to 
depress  one  month,  but  I  believe  it  would  be  far  more  possible  with 
ten  delivery  points  to  depress  cotton  almost  below  production;  if 
they  had  that  club  on  the  market  I  believe  it  would  act  as  a  damper 
on  speculation. 

You  might  narrow  the  matter  down  so  that  the  mills  would  simply 
say,  well,  we  want  to  depress  cotton  and  we  won't  buv  any  for  two 
or  three  weeks.  So  then  the  man  who  has  cotton  to  sell  and  wanted 
to  go  in  and  get  rid  of  the  cotton  and  buy  food  would  not  have  any 
place  to  put  his  cotton  at  all.  A  big  group  of  mills  could  in  that 
way  curtail  the  market,  just  as  they  do  right  now.  They  will  do 
that  now  if  they  think  cotton  is  too  high.  But  if  there  is  no  place 
to  trade  at  all  tne  poor  farmer  is  in  a  bad  fix. 

At  the  present  time  under  this  present  system,  evolved  by  the 
best  brains  in  the  world,  a  bale  of  cotton  is  equal  to  money;  a  farmer 
can  go  out  and  get  rid  of  his  cotton  any  time  and  go  home  with  the 
money  and  buy  what  he  needs.  He  can  take  his  bale  of  cotton  and 
go  into  the  store  and  get  what  he  wants  just  the  same  as  he  could 
for  money.  If  you  eliminate  the  cotton  exchange  or  if  you  put  a 
tremendous  damper  on  the  cotton  exchange,  or  suet  a  contract  on 


it  that  it  will  cease  to  function  from  that  time  on,  cotton  is  not 
going  to  be  money. 

The  Chairman.  Well,   sometimes   it  is  not  very   much  money. 

W^hen  it  was  six  cents  a  pound  it  did  not  represent  very  much  money. 

Mr.  Hog  an.  I   think  cotton  has   always  been  money  except  m 

periods  of  depression,  these  big  waves  of  depression  that  have  swept 

over  the  country. 

The  Chairman.  When  that  campaign  was  on  about  buying  a  bale 
there  was  not  very  much  depression. 

Mr.  Hogan.  Well,  they  could  not  do  anything  with  that  buying  a 
bale  of  cotton;  of  course  that  put  a  fictitious  value  on  cotton.  They 
wanted  to  buy  a  bale  for  $50.  Well,  all  those  things  ultimately 
react,  any  kind  of  outside  interference.  I  think  the  cotton  market 
is  something  like  something  that  has  been  overphy sicked.  If  you 
give  it  any  more  it  is  going  to  work  against  you. 

The  Chairman.  You  believe  that  the  speculator  and  [in]  the 
cotton  market  actually  does  take  up  the  slack,  that  he  provides  a 
market  in  case  a  man  should  fall  off,  that  is,  you  have  said  to-day 
that  if  the  spinners  and  the  buyers  of  the  actual  cotton  should  con- 
clude to  lay  off  the  market  ana  thus  decrease  the  demand,  that  the 
speculator  makes  up  a  buyer  and  a  seller  for  your  market,  a  legitimate 
buyer? 

Mr.  Hogan.  Yes.  Theodore  Price  analyzed  that.  He  said  that  the 
supply  and  demand  did  more  to  regulate  the  price,  and  the  feeling 
had  a  lot  to  do  with  it.  A  man  naturally  has  some  sentiment  about 
it;  he  wants  to  go  in  and  back  his  judgment  in  the  market. 

The  Chairman.  You  mention  eggs;  why  is  it  there  is  not  a  future 
market  for  eggs?  Why,  if  a  future  market  is  good  for  cotton,  should 
it  not  be  good  for  eggs  ? 

Mr.  Hogan.  I  don't  think  you  ought  to  compare  eggs  and  cotton. 
The  Chairman.  You  ought  not  to  beUttle  the  importance  of  eggs. 
Eggs  are  a  great  big  item. 

Mr.  Glenny.  It  is  a  perishable  commodity. 

The  Chairman.  Well,  is  that  the  answer;  that  eggs  are  a  perish- 
able commodity? 

Mr.  Hogan.  I  don't  think  it  is  practical  to  deal  in  eggs  in  that  way. 
You  know  customs  are  always  recognized  and  it  has  always  been  a 
custom  in  the  cotton  business  to  deal  in  this  way,  and  we  have  gotten 
used  to  it,  and  the  customs  are  absolute  laws  to  us. 

The  Chairman.  I  know  they  are,  but  there  is  some  reason  other 
than  the  question  of  the  perishability.  Years  ago  there  was  no  future 
market  in  cotton;  80  years  ago  there  was  no  future  market  in  wheat 
or  anything  that  I  know  of.  Now,  in  the  last  80  years  there  has 
grown  up  future  markets  lor  certain  things,  and  if  it  is  such  a  great, 
grand  thing  for  wheat  and  cotton,  why  is  not  a  good  thing  for  some 
other  thing? 

Mr.  Hogan.  I  beheve  if  they  would  have  a  future  market  for  eggs 
and  things  like  that,  with  proper  storage  facihties,  that  the  egg  mar- 
ket would  be  far  more  stable  and  they  would  not  be  seUing  for  10 
cents  to-day  and  40  cents  next  week,  as  they  do  now,  sometimes. 

The  Chairman.  Then  your  answer  is  that  the  future  market  takes 
up  the  slack  there;  that  is  your  first  answer.  Your  second  answer 
is  that  the  future  trading  in  a  given  commodity  stabilizes  the  price 
of  the  commodity;  is  that  right? 


338 


THE  COTTON  TRADE 


Mr.  HoGAN.  Yes,  sir. 

The  Chairman.  Well,  that  remains  to  be  proven  statistically. 

Mr.  Glenny.  It  can  be.  Thirty  years  before  the  Civil  War  there 
were  more  fluctuations  than  there  were  thirty  years  after  the  war. 
The  establishment  of  future  markets  is  what  stabilized  prices.  I  will 
say,  further  than  that,  that  the  price  of  cotton,  even  though  we  were 
not  producing  any  cotton  at  all,  was  as  high  as  50  cents  and  when  you 
spoke  of  the  days  when  they  had  no  exchanges,  it  was  exceedingly 
low,  it  dropped  down  to  5  cents. 

The  Chairman.  It  dropped  down  to  6  cents  in  1914. 

Mr.  Glenny.  It  dropped  down  to  6  cents  in  1914,  yes.  Futures 
are  not  bought  and  sold  because  anybody  invented  the  scheme,  but 
they  are  the  evolution  of  the  cotton  business.  It  started  in  Liver- 
pool during  the  war  to  safeguard  the  merchants  in  Liverpool  who 
were  bringmg  cotton  over  at  uncertain  times,  and  the  coupling  of 
the  two  months  in  Liverpool  was  due  to  the  sailing  ships  which  were 
uncertain  of  arrival.  The  telegraph,  the  telephone,  and  the  steam- 
ship did  away  with  the  coupling  of  those  months,  and  it  also  did  away 
with  the  imcertainty  of  tne  arrival  of  vessels,  just  as  the  Marconi 
system  does  to-day.  It  is  not  a  mere  invention,  it  is  an  evolution 
of  the  contract  on  account  of  the  necessity  of  the  contract. 

Doctor  Stevens.  Mr.  Hogan,  did  you  ever  hear  of  squeezes  in  the 
New  York  market  ? 

Mr.  Hogan.  Surely. 

Doctor  Stevens.  Do  the  large  dealers  or  the  smaller  dealers  bring 
about  the  squeezes?  Who  do  you  think  is  responsible  for  the 
squeezes  ? 

Mr.  Hogan.  I  can  not  say.  I  think  the  small  dealer  is  more  or 
less  responsible  for  the  squeeze.  This  talk  about  manipulation  and 
squeezes  is  to  my  n^nd  almost  silly.  I  perhaps  ought  not  to  desig- 
nate it  as  silly,  but  here  is  the  proposition.  If  any  man  overbuys 
himself  or  any  man  oversells  himself,  he  gets  in  bad;  and  you  can 
make  all  the  laws  in  the  world,  but  you  can  not  take  care  of  a  congenital 
idiot.  You  don^t  know  what  he  will  do  when  your  back  is  turned. 
Now,  I  am  not  a  speculator;  none  of  us  are  speculators.  Suppose 
I  buy  500  bales  of  cotton  and  I  hedge  that  cotton  in  October  con- 
tracts in  New  York.  Well,  if  I  have  done  a  proper  line  of  business, 
I  have  tried  to  buy  that  cotton  at  such  a  price  tnat  I  can  deliver  it 
in  October  without  a  loss,  if  I  don't  sell  it  elsewhere.  That  is  the 
real  idea  of  hedging. 

Doctor  Stevens.  Pardon  me  right  there.  Then  you  mean  that 
normally  you  should  be  able  to  buy  your  spot  cotton  and  hedge  it  in  a 


future  month  at  a  higher  price? 
Mr.  Hogan.  Oh,  I  won  t 


t  say  normally. 

Doctor  Stevens.  I  mean  that  is  what  you  try  to  do. 

Mr.  Hogan.  That  is  generally  what  I  try  to  do. 

Doctor  Stevens.  Well,  how  often  do  you  do  it? 

Mr.  Hogan.  We  have  shipped,  I  suppose,  a  couple  of  hundred 
thousand  bales  of  cotton  to  New  York  on  contracts. 

Doctor  Stevens.  Has  it  not  been  true  that  in  a  great  bulk  of  cases 
the  future  price  has  been  at  a  discount  under  the  spot  price,  and  have 
you  not  paid  more  for  your  spots  than  you  could  sell  your  futures  for? 

Mr.  Hogan.  At  times  I  have,  of  course,  because  I  mijght  go  out 
and  buy  one  even  running  grade  of  cotton,  or  a  local  condition  might 
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arise,  and  it  has  arisen,  by  which  a  man  who  is  trading  in  Liverpool 
can  pay  more  money  for  the  cotton  than  I  can  when  I  am  trading 
with  a  mill  in  New  England,  and  the  same  thing  would  happen  on 
contracts. 

Doctor  Stevens.  What  I  am  trying  to  find  out  is  whether  the 
situation  that  you  stated — that  is,  that  you  expected  to  buy  your 
cotton  at  a  price  which  would  allow  you  to  sell  the  future  and  deliver 
out  on  it — is  a  situation  which  is  verv  customary  in  the  cotton  trade, 
or  whether  it  is  what  might  be  called  a  rather  unusual  situation  ? 

Mr.  Hogan.  Well,  in  the  big  crop  years  I  would  say  you  would  be 
able  to  hedge  all  the  time;  but  in  short  crop  years  all  signs  fail.  But 
I  will  say  this,  that  the  fact  that  I  can  not — and  please  follow  me  on 
this — the  fact  that  I  can  not  buy  my  cotton  and  deliver  it  on  contract 
without  a  loss  does  not  put  me  in  a  position  to  be  squeezed  two 
or  three  cents  a  pound,  because  all  I  have  to  do  is  this.  I  know  Lf 
I  bought  my  cotton  half  a  cent  above  New  York  that  I  will  lose  half  a 
cent  if  I  deliver  it,  and  that  is  all  there  is  to  it- 
Doctor  Stevens.  Suppose  you  bought  it  three  cents  above  New 
York,  instead  of  half  a  cent? 

Mr.  Hogan.  If  I  bought  it  three  cents,  I  would  need  a  guardian, 
that  is  all.  If  I  go  out  and  deliberately  buy  cotton  that  I  haven't 
any  place  for,  I  haven't  any  market  for,  except  New  York — ^well,  if 
I  buy  that  cotton  and  sell  it  in  New  York  for  one  or  two  or  three  cents 
a  pound  less,  then  I  am  supposed  to  be  able  to  accept  that  and  take 
that.  I  don't  want  the  Grovemment  to  come  in  or  any  legislation 
put  in  to  protect  me  from  doing  that;  I  do  that  with  my  eyes  wide 
open.  If  I  buy  something  that  is  going  begging,  there  is  no  market 
in  the  world  for,  I  am  takmg  a  risk  and  gambling  on  that  and  I  am 
willing  to  take  my  medicine  if  I  get  whipped. 

Doctor  Stevens.  Did  you  ever  have  a  selling  hedge  in  a  squeeze[dl 
month? 

Mr.  Hogan.  Well,  we  have  been  in  the  business  for  a  long  time, 
and  I  suppose  we  may  sometimes  have  gotten  in  a  squeeze[d]  month, 
but  we  generally  have  sense  enough  not  to  hedge  in  a  current  month 
all  the  time,  unless  we  are  prepared  to  deliver.  If  we  are  not  pre- 
pared to  deliver,  we  haven't  any  business  to  be  in  the  month — wnen 
if  the  buyer  called  us  for  the  cotton  we  would  be  in  trouble. 

Doctor  Stevens.  Then,  so  far  as  you  are  concerned  you  have  no 
objection  at  all  to  squeezes  in  the  New  York  market? 

Mr.  Hogan.  Well,  the  city  of  Norfolk,  generally  speaking,  has 
not  lost  any  money  by  squeezes  in  the  New  York  market.  [Laughter.l 
Doctor  Stevens.  That  is  the  next  question  I  was  about  to  ask 
you.  Do  the  Norfolk  merchants,  as  a  matter  of  practice,  fre- 
quently deliver  cotton  in  New  York  on  squeeze[d]  months;  is  that  the 
common  practice  of  the  Norfolk  merchants  ? 

Mr.  Hogan.  Naturally  if  New  York  is  the  best  market,  naturally 
our  cotton  goes  there.  It  does  not  go  to  New  York  just  because 
the  month  is  squeezed. 

Doctor  Stevens.  Of  course  I  understand  that.  That  is  going 
into  the  economic  situation  that  lies  behind  the  squeeze.  But  what 
I  wanted  to  get  from  you  was  whether  you  people  in  Norfolk  do 
regularly  make  deliveries  when  the  near  position  is  squeezed. 

Air.  Hogan.  Yes,  sir.  Well,  when  vou  talk  about  manipulation 
and  squeezing,  there  is  a  whole  lot  to  know  what  you  mean.     If  we 
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find  there  is  a  whole  lot  of  short  interest  in  the  month  in  New  York 
and  those  people  are  not  making  deliveries,  we  don't  hesitate  to 
make  deliveries  for  them.  That  is  what  it  amounts  to.  In  other 
words,  if  you  were  m  New  York  and  you  sold  in  October,  like  it  was 
here  the  other  day — the  other  day  October  cotton  was  selling  down, 
I  think  it  started  off  below  December,  but  anvway  gradually  October 
picked  up.  Well,  the  people  that  were  short  that  month  deliberately 
sat  there  and  waited  for  the  mule  to  kick  them.  In  other  words 
they  waited  until  it  was  too  late  for  them  to  get  the  cotton  anywhere 
else,  and  had  to  buy  it  back  in  New  York.  We  put  cotton  up  there 
in  New  York  to  take  care  of  those  poor  people.     [Laughter.] 

Doctor  Stevens.  Would  your  statement  regarding  squeezes  be 
the  same  if  you  were  a  merchant  in  Dallas  instead  of  being  a  mer- 
chant in  Norfolk? 

Mr.  HoGAN.  Yes;  absolutely.  My  position  in  regard  to  squeezes 
has  nothing  to  do  with  the  personal  advantage  that  a  squeeze  in 
New  York  gives  us.  We  really  do  not  want  a  squeeze  to  happen, 
because  we  would  rather  sell  to  our  regular  customers.  But  a 
squeeze  is  the  natural  culmination  of  one  man  trying  to  sell  to 
another  man  something  he  thinks  the  other  man  does  not  want, 
and  when  the  other  man  proves  to  want  it,  then  he  gete  left,  that  is 
all. 

If  I  sell  you  500  bales  of  cotton  and  fail  to  protect  myself  against 
it  and  go  on  up  to  the  day  before  delivery,  and  ask  vou  to  let  me 
off  with  a  cent  discount,  it  is  not  human  nature  to  let  you  do  that. 

Doctor  Stevens.  Might  not  that  squeeze  be  the  culmination  of 
the  buying  of  a  large  volume  of  contracts  by  a  certain  individual, 
which  are  sold  by  a  large  number  of  individuals  whose  interests  are 
scattered? 

Mr.  HoGAN.  To  tell  vou  the  truth,  I  have  never  been  on  the  inside 
of  a  squeeze  and  I  don  t  know.  I  know  that  Mr.  Sully  overbought. 
I  don't  know  who  was  back  of  Sully,  but  anyhow  I  don't  think  it 
is  any  harm  to  mention  his  name,  because  it  is  all  a  matter  of  history. 

Doctor  Stevens.  Did  I  correctly  understand  you  to  say  that  yoii 
had  not  been  caught  in  a  squeeze? 

Mr.  HoGAN.  No;  I  don't  think  we  have  ever  been  caught  in  a 
squeeze.  We  have  had  cotton  hedged  probably  sometimes  in  New 
York  and  we  had  to  deliver,  that  there  was  not  any  profit  in ;  it  may 
be  that  a  quarter  of  a  cent  would  cover  that. 

Doctor  Stevens.  Would  you  say  that  if  you  would  install  a  system 
of  southern  warehouse  deliveries  it  would  stop  the  squeeze[s]  in 
New  York? 

Mr.  HoGAN.  I  don't  know  whether  it  would  or  not,  because  I 
beheve  in  that  event  instead  of  a  man  selling  a  thousand  bales  he 
would  sell  a  million  bales.  There  is  no  limit  to  such  people's  capacity 
for  getting  in  wrong. 

Doctor  Stevens.  Is  there  any  reason  why  he  can  not  seU  a  milhon 
bales  now  in  New  York? 

Mr.  Hooan.  Sure,  he  could  sell  a  million  bales  now,  but  he  is 
going  to  flood  the  market  if  he  does  it,  he  would  have  to  buy  it  back. 

Doctor  Stevens.  Why  should  he  want  to  sell  a  million  bales  on 
southern  warehouse  delivery  any  more  than  he  would  want  to  sell  a 
million  bales  now  I 
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Mr.  HooAK.  I  don't  know  why,  except,  as  I  have  been  trying  to 
explain,  he  is  a  nut.  No  group  of  merchants  or  big  interests,  or 
whatever  you  call  them,  can  force  a  million  bales  of  cotton  to  be 
sold  to  them. 

Doctor  Stevens.  I  am  not  making  myself  clear.  You  made  the 
point,  if  I  understood  you,  that  the  result  of  southern  warehouse 
delivery,  or  one  of  the  results  of  southern  warehouse  delivery,  would 
be  probable  manipulation  or  squeezes. 

Mr.  HoGAN.  I  would  not  go  on  record  as  saying  that  because  I 
am  not  profound  enough  to  pass  judgment  on  something  that  is 
going  to  nappen  in  the  future;  but  it  is  mv  belief  that  as  manipula- 
tion consists  as  much  in  depressing  the  market  as  it  does  in  advancing 
the  market,  if  anyone  wanted  to  manipulate  the  market  on  the  bear 
side,  that  they  would  have  a  tremendous  lever  to  do  it  with,  if  they 
had  ten  markets  in  the  South. 

Doctor  Stevens.  You  do  not  question  that  they  manipulate  on 
the  bull  side  now,  do  you? 

Mr.  HoGAN.  I  do  not  believe  much  in  manipulation;  I  mean  I 
believe  it  is  the  most  overdone  and  overtalked  of  thing  there  is. 

Doctor  Stevens,  But  you  referred  to  manipulation  when  you  spoke 
of  southern  warehouse  delivery  on  the  bear  side.  What  I  am  asKing 
you  about  is  the  same  thing  on  the  bull  side  at  the  present  time, 
and  when  I  asked  you  that  question  you  seemed  to  evade  the  issue. 
When  it  comes  to  the  bull  position  you  do  not  like  to  talk  about 
manipulation  or  depressing  the  market,  but  when  you  come  to  a 
question  of  southern  warehouse  delivery  you  are  willing  to  talk  about 
bear  manipulation. 

Mr.  Hooan.  I  hope  that  anything  I  say  will  not  be  used  against 
me.  I  told  you  at  the  beginning  that  you  could  ask  more  questions 
than  any  cotton  man  could  answer. 

The  Chairman.  I  think  that  that  was  a  fair  question. 

Mr.  Hogan.  I  did  not  say  manipulation;  I  said  depressing  the 

market. 

The  Chairman.  I  think  this  is  the  question:  Would  there  be  as 
much  power  to  depress  the  market  with  southern  warehouse  deliveries 
as  there  is  now  power  to  bull  the  market  with  New  York  delivery? 
I  think  that  is  the  question — because  what  is  sauce  for  the  goose 
ought  to  be  sauce  for  the  gander. 

Mr.  Hogan.  It  is  my  individual  opinion,  given  for  what  it  is  worth, 
and  aside  from  the  merits  of  the  question,  that  southern  delivery 
points  would  give  a  greater  advantage  to  the  manipulation  than  the 
present  system  gives.  In  other  words,  it  would  give  a  greater  advan- 
tage to  bear  manipulation  than  the  present  system  gives  to  bull 
manipulation. 

I  am  expressing  that  as  an  unvarnished  opinion  from  a  person  that 
has  been  unable  to  study  the  thing.  I  am  not  Elias  or  any  other 
prophet,  and  I  don't  thmk  anybody  here  can  say  what  the  result 
will  be;  but  all  I  am  asking  you  is  that  you  gentlemen,  as  the  advocates 
of  the  cotton  trade  before  Congress,  shall  say  to  Congress,  ''  Don't 
put  in  any  two-edged  sword;  in  other  words,  if  you  don't  know  enough 
to  straighten  it  out,  you  don't  know  anything  at  all  about  the  cotton 
business,  or  you  would  be  in  it."     [Laughter  and  applause.] 

The  Chairman.  Now,  gentlemen,  we  have  had  only  one  speaker 
here  today,  really,  in  favor  of  the  proposition  of  southern  warehouse 
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delivery.  All  the  rest  of  the  speakers  have  been  consistently  against 
it.  Are  there  any  men  here  from  any  of  the  exchanges  that  woulci  like 
to  speak  in  behalf  of  the  proposition? 

There  has  not  been  a  strict  adherence  in  the  conduct  of  this  hearings 
to  the  commission's  expressed  desire  to  confine  the  speeches  or 
addresses  to  two  men  from  each  exchange.  We  have  had  three 
from  New  Orleans,  I  think.  Are  there  some  members  from  the  New 
York  Cotton  Exchange,  except  Mr.  Clayton,  who  favor  this  pro- 
position ? 

Mr.  Jenks.  I  favor  it,  but  I  am  a  very  poor  speaker,  and  would 
hesitate  to  get  up  here  and  express  my  views. 

The  Chairman.  I  think  we  would  like  to  hear  you,  Mr.  Jenks,  if 
you  favor  it. 

Mr.  Jenks.  Mr.  Chairman,  if  it  is  desired  to  ask  me  questions  I 
think  I  would  be  glad  to  endeavor  to  answer  them;  I  think  I  could 
get  along  better  in  that  way. 

The  Chairman.  Can  you  stand  questioning  by  Dr.  Stevens? 

Mr.  Jenks.  Yes,  of  course  I  can. 

The  Chairman.  If  you  are  here  to-morrow,  Mr.  Jenks,  I  will  call 
on  you  then.  We  want  to  close  this  session  pretty  soon,  and  I  will 
now  call  on  Mr.  Durfee. 

STATEMEFT  OF  MB.  E.  K.  DUEPEE 

Mr.  Durfee.  Mr.  Chairman,  my  name  is  Durfee,  and  I  repn  sent 
the  Arkwright  Club,the  National  Association  of  Cotton  Manufacturera, 
and  the  Fall  River  Cotton  Manufacturer's  Association. 

Mr.  Chairman  and  gentlemen,  after  what  Mr.  Hogan  has  said  on 
some  of  these  points,  I  almost  felt  as  though  I  had  better  stayed  away. 
But  I  am  here,  and  I  feel  quite  strongly  on  some  of  these  points, 
and  beg  to  make  remarks. 

We  in  the  East  are  longing  for  the  day  when  the  happy  phrase 
of  President  Harding  will  come  to  pass — when  there  is  less  govern- 
ment in  business  and  more  business  in  the  government.  I  may  say 
that  without  any  reflection  on  the  commission  or  any  department  of 
the  Government. 

The  Chairman.  Well,  how  does  that  apply,  would  you  have  the 
Government  take  its  hands  entirely  off  the  cotton  market  ? 

Mr.  Durfee.  To  be  perfectly  frank,  and  without  any  stressing 
of  the  point,  a  great  many  of  the  cotton  interests  to-day  would  like 
to  have  the  Amcultural  Department  lessen  their  labors  by  at  least 
60  per  cent.  We  think  that  the  reports  that  are  issued,  which  are 
mere  guesses  to  a  certain  extent • 

The  Chairman  (interposing).  Are  these  reports  on  production? 

Mr.  Durfee.  Reports  on  production.  We  believe  tnat  the  Gov- 
ernment in  making  their  reports  should  confine  itself  to  ascertainable 
facts.  For  instance,  no  one  knows  how  much  it  has  cost  the  textile 
interests  from  the  changes  that  have  taken  place  between  their  report 
as  of  September  25th  and  then:  report  as  of  October  25th.  To  our 
minds,  and  to  the  minds  of  a  great  many  of  our  spinners,  it  is  the  most 
radical  about  face  that  ever  happened  m  the  cotton  reports. 

We  also  believe  that  last  year,  or  the  year  before,  in  which  the 
Government  made  their  estimate  on  acreage,  in  which  they  came  out 
finally  and  said  the  reason  they  had  made  a  mistake  was  because  they 


did  not  have  money  enough  to  make  a  proper  record — we  believe 
if  they  did  not  have  the  money  that  the  money  should  have  been 
furnisned  or  else  no  report  should  have  been  made. 

You  see  we  are  depending  more  or  less  on  [for]  protection  for  [on] 
the  New  York  futures  market.  A  great  many  spinners  wouldf  like  to 
see  the  New  York  futures  market  abolished.  I,  for  one,  do  not 
want  to  see  the  New  York  futures  market  abolished,  because  I 
believe  it  has  a  great  place  in  the  cotton  industry.  I  use  it  myself. 
But  it  does  not  give  me  the  protection  that  it  should  give  me.  The 
New  York  futiu*es  market  should  allow  me  to  bring  in  not  only  my 
raw  material  but  also  my  finished  product.  It  should  allow  my  cus- 
tomer, if  he  sees  fit  to  buy  my  products,  to  hedge  his  purchase  in  the 
New  York  market. 

I  have  jotted  down  a  few  things  here  to  which  I  would  like  to  refer. 
One  of  them  is  the  nuestion  of  southern  warehouse  delivery. 

The  Chairman.  Before  that,  I  would  like  to  know  just  how  far 
you  would  apply  your  original  remark  there.  You  nave  applied 
it  to  the  fact  that  one  of  the  departments  of  the  Government  had 
made  some  estimates.  Would  you  carry  that  expression  to  the  point 
of  not  having  any  regulation  of  the  cotton  market  at  all?  Do  you 
believe  that  the  present  law  should  stand,  [that]  the  law  of  1914,  is  a 
good  thing  or  a  bad  thing? 

Mr.  Durfee.  Personally,  I  am  not  as  familiar  with  the  technical 
features  of  that  law  as  I  should  be;  but  I  will  say  this-  That  I  think 
that  a  great  many  of  the  cotton  interests  think  that  the  Government 
has  made  a  great  mistake  in  mixing  in  with  the  New  York  cotton 
market,  or  with  cotton. 

The  Chairman.  But  personally  you  do  not  care  to  make  an  ex- 
pression, you  do  not  feel  competent? 

Mr.  Durfee.  I  do  not  feel  competent  to  go  into  the  technical 
details  of  that  question. 

Commissioner  Nugent.  You  stated  that  a  great  many  of  the 
spinners  were  of  the  opinion  that  the  New  York  futures  market 
snould  be  done  away  with,  but  that  you  entertained  a  contrary  view. 
Would  you  say  that  a  majority  of  the  spinners  of  your  acquaintance 
entertained  tlie  idea  that  the  New  York  futures  market  should  be 
abolished  ? 

Mr.  Durfee.  Well,  I  should  hate  to  tell  you.  Before  I  came 
down  here  I  consulted  three  gentlemen  who  I  considered  most  expert 
manufacturers  in  the  North,  and  I  should  hesitate  to  tell  you  what 
each  one  of  those  men  said  about  the  New  York  Cotton  Exchange. 

The  Chairman.  In  antagonism  to  it? 

Mr.  Durfee.  Entirely  so.  For  that  reason  I  beheve  that  the 
New  York  Cotton  Exchange  has*  a  place,  and  while  I  may  agree  to  a 
certain  extent  with  what  these  gentlemen  say,  I  think  we  can  work 
together  so  we  can  make  that  New  York  Cotton  Exchange  a  safety 
for  the  manufacturer.  It  has  got  to  be  a  safety  for  him.  He  really 
has  got  to  have  some  protection.  To-day  he  has  no  protection.  He 
has  but  an  80  per  cent  fire  insurance  protection. 

Commissioner  Nugent.  Pardon  me,  I  think  either  I  did  not  make 
myself  clear  or  you  have  not  answered  my  question.  Is  it  your 
opinion  that  the  majority  of  spinners  of  your  acquaintance  are  of 
the  opinion  that  the  New  York  futures  market  should  be  abolished? 
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Mr.  DuRFEE.  I  think  a  great  many  would  like  to  see  it  abolished, 
and  some  of  those  people  use  the  New  York  futures  market  for  their 
protection. 

Conamissioner  Nugent.  Do  you  know  the  reason  why  they  would 
like  to  see  it  abolished? 

Mr.  DuRFEE.  Because  it  does  not  protect  them  as  it  should,  and 
the  fluctuations  which  are  caused  by  these  reports  which  I  have 
spoken  about,  and  the  changes  in  these  reports  that  have  made  the 
spinning  business  extremely  nazardous.  We  no  more  than  get  one 
report  out  of  the  way  when,  in  two  weeks,  there  comes  a  ginning 
report  and  then  they  start  in  on  a  production  report.  Now,  we 
don't  want  to  have  all  those  rejwrts  abolished,  but  we  would  like  to 
have  them  confined  to  ascertainable  facts. 

This  last  report  that  came  out  last  week  has  cost  the  spinners  of 
this  country  a  great  deal  of  money,  which  they  can  ill  aflford  to  lose 
at  this  particular  time,  when  business  is  as  it  is  to-day. 

I  don't  think  there  is  a  southern  mill  to-day  that  can  make  a 
standard  construction  and  buy  cotton  on  the  futures  market  and  come 
out  with  anything  but  a  loss — and  I  am  not  as  familiar  with  the 
southern  mills  as  I  should  be. 

The  Chairman.  You  were  going  on  to  the  subject  of  southern 
warehouse  deliveries. 

Mr.  DuRFEE.  Southern  deliveries  I  am  very  much  in  favor  of,  for 
this  reason:  I  do  not  question  but  what  every  gentleman  in  this 
room  knows  that  during  the  month  of  October  there  were  only  two 
certificates  on  the  New  York  Cotton  Exchange  of  192  bales.  Now, 
if  you  gentlemen  will  consider  what  that  means 

Commissioner  Nugent.  I  don't  understand  exactly  what  you 
mean  by  that. 

Mr.  DuRFEE.  There  were  two  contracts  of  certificated  cotton  on 
the  New  York  Cotton  Exchange  consisting  of  192  bales.  I  was  told 
that  by  a  very  prominent  member  of  the  exchange.  Now,  you  can 
readily  see  how  easv  it  would  be  to  execute  a  comer  with  only  that 
amount  of  cotton  there  in  New  York. 

While  I  do  not  want  the  Government  to  interfere  any  further  in 
the  cotton  business,  I  don't  know  but  what  it  would  be  a  good  plan, 
if  they  are  going  to  confine  deliveries  to  New  York,  on  the  New  York 
contract  market,  that  those  deliveries  should  be  protected  by  a  cer- 
tain quantity  of  cotton  available  in  the  New  York  stock. 

Most  of  the  things  that  have  been  said  to-day  have  been  said  in 
favor  of  the  producer.  I  think  the  time  has  gone  by  when  the  pro- 
ducer is  going  to  lose  anything  from  the  bearish  manipulation  of 
cotton  in  southern  warehouses,  which  may  be  selected  lor  delivery 
points.  * 

What  I  am  afraid  of — you  can  say  all  you  want  about  Texas — I 
went  into  the  cotton  busmess  when  the  boll  weevil  came  over  the 
Rio  Grande,  and  I  have  been  in  the  cotton  business  ever  since,  and 
what  I  am  afraid  of  is  that  the  South  is  going  to  lose  their  supremacy 
in  the  cotton  world.  I  don't  think  that  is  any  dream  on  my  part, 
either.     I  do  not  want  America  to  lose  that  supremacy  if  possible. 

The  Chairman.  To  whom  will  that  supremacy  pass? 

Mr.  DuRFEE.  There  are  a  great  many  places  that  are  open  for 
cotton  cultivation.     The  great  country  of  Australia,  if  they  would 
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allow  yellow  labor  to  come  in  there,  could  raise  enough  cotton  to 
furnish  the  spindles  of  the  world. 

I  have  been  connected  with  the  Near  East  relief  for  six  or  seven 
years,  and  they  are  going  to  raise  cotton  over  there.  Of  course,  it 
will  be  in  little  driblets,  you  might  say;  but  with  the  present  indica- 
tions, there  is  not  going  to  be  enough  cotton  grown  in  the  South  to 
keep  our  spindles  busy  this  year.  And  I  say  that  I  think  cotton  is 
going  to  advance  [to]  35  or  40  cents  a  bale,  because  I  do  not  beheve 
even  a  meager  crop  raised  this  year  is  going  to  be  consumed. 

Commissioner  Nugent.  Do  I  correctly  understand  you  to  say 
that  you,  as  a  New  England  spinner,  would  be  entirely  satisfied  to 
purchase  a  future  contract  in  New  York  and  accept  delivery  in  some 
southern  warehouse? 

Mr.  DuRFEE.  Personally,  as  a  New  England  spinner,  I  just  as 
soon  accept  a  delivery  of  cotton  in  Galveston  or  New  York  or  New 
Bedford.  I  would  say  this  much,  that  probably  if  any  points  are 
selected  they  will  be  the  ports  for  delivery  points.  Personally,  as  a 
spinner,  I  believe  that  the  city  of  Memphis  should  be  made  a  point 
of  delivery.  I  believe  that  the  city  of  Dallas  should  be  made  a  point 
of  delivery.  I  am  sure  that  there  should  be  some  Eastern  point 
outside  of  New  York,  some  mill  point  in  the  East,  made  a  point  of 
delivery,  and  I  say  that  for  this  reason:  A  spinner  to-day  has  to  pay, 
on  the  basis  of  to-day's  market,  at  least  $16,000  for  a  hundred  bales 
of  cotton;  that  is  the  least  that  he  has  got  to  pay. 

You  can  imagine  the  amount  of  money  involved  in  what  the  mills 
of  the  East  have  put  into  cotton.  Now,  we,  some  of  us  in  the  North, 
have  of  late  years  succeeded  in  persuading  some  of  the  southern  mer- 
chants to  concentrate  some  of  their  cotton  in  southern  warehouses, 
and  that  gives  us  an  opportunity  of  not  having  to  carry  such  heavy 
stocks  of  cotton,  and  with  the  way  trade  has  been  the  last  few  months 
a  spinner  has  not  been  able  to  sell  his  product  freely,  so  that  he  could 
not  sell  it.  For  instance,  to-day,  I  have  to  sell  my  product  aknost 
on  a  spot  basis  in  a  great  many  instances. 

Now,  if  I  am  selhng  cotton  goods  for  delivery  in  the  inmiediate 
future,  if  that  cotton  is  there  when  I  get  an  order  for  goods  I  can  go 
out  and  buy  the  cotton,  because  it  has  to  be  there  on  the  spot  to 
make  those  goods  up,  and  in  that  way  I  take  no  chances  on  the 
fluctuation  of  the  market,  because  if  I  am  satisfied  with  the  price  of 
the  goods  and  I  am  satisfied  with  the  price  I  have  to  pay  for  my  cotton 
the  consunmiation  is  completed. 

If  there  is  an  eastern  point  as  a  delivery  point  it  will  not  only  give 
the  southern  merchant  an  opportunity  of  selling  the  spinner  for  con- 
sumption, it  will  also  give  him  the  opportunity,  if  he  sees  fit,  of 
selling  the  New  York  contract  and  malang  that  delivery  from  that 
same  warehouse. 

I  think  that  is  of  great  value  to  the  southern  man,  because  it  gives 
him  two  openings  for  his  cotton,  and  it  is  of  material  assistance  to  the 
spinner. 

The  former  speaker  referred  to  the  northern  spinner  as  very 
narrow  in  his  demand  for  his  requirements.  I  think  in  a  way  that 
is  true. 

The  business  has  gotten  to  be  so  exacting  and  the  mai^n  of  profit 
*o  small,  if  there  is  any  maran  of  profit,  that  he  has  to  be  very  careful 
in  his  purchases  and  see  what  he  buys  he  receives.     For  instance,  I 
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have  been  the  head  of  a  corporation  now  for  10  years.  I  have  graded 
every  single  bale  that  has  gone  into  my  mill  in  those  10  years,  to  say 
nothing  of  looking  over  cotton  that  I  might  like  to  purchase. 

I  have  done  that  because  I  wanted  to  Keep  my  hand  in,  and  I  also 
wanted  to  know  if  there  was  any  complaint  on  the  inside  of  the  mill 
whether  those  complaints  were  justified  or  not. 

That  is  the  reason  for  saying  what  I  have  said. 

Mind  you,  I  am  not  coming  here  on  any  vote ;  they  have  not  taken 
this  matter  up  and  voted  on  it;  but  they  have  simply  asked  me  to 
represent  them,  and  I  am  giving  my  individual  views,  and  they 
must  not  be  considered  as  the  views  of  the  National  Association,  the 
Arkwright  Club,  or  the  Fall  River  Cotton  Manufacturers*  Associa- 
tion.    But  I  think  they  fairly  represent  the  general  opinion. 

There  is  one  thing  that  I  will  say.  If  it  is  deemed  aovisable  to  have 
other  delivery  points,  we  do  hope  that  the  Department  of  Economics 
of  the  Agricultural  Department  will  not  build  up  a  lot  of  examiners 
at  those  points.  I  think  those  points  can  be  made  [delivery]  points, 
and  if  it  is  necessary  the  cotton  can  be  certificated  here  in  New  York 
or  New  Orleans  by  the  United  States  examiners  at  those  points. 
What  we  are  trying  to  do  is  to  get  rid  of  some  of  these  nonproductive 
people  here  in  Washington,  in  various  departments,  and  we  do  not 
want  to  build  up  any  more  of  them  if  we  can  avoid  it. 

I  think  I  am  faithfully  stating  the  views  of  the  general  run  of 
spinners  in  the  East  in  making  that  statement. 

Now,  as  to  the  revision  of  the  present  futures  contract.  That  is  a 
rather  difficult  and  technical  point,  because  if  it  can  be  done  without 
too  great  activity  on  the  part  of  the  Government  some  of  us  would 
like  to  see  it  done,  but  we  do  not  want  to  get  this  question  stirred  up 
again  in  Congress  if  we  can  avoid  it. 

Personally,  I  as  a  spinner — and  I  think  a  great  many  other  spin- 
ners— would  like  to  have  all  spinnable  grades  of  cotton  eligible  for 
deb  very  on  the  New  York  futures  contract.  I,  myself,  as  time  has 
passed,  have  bought  a  great  deal  of  cotton  from  the  New  York  futures 
cotton  market,  graded  stiictly  [strict  good]  ordinary.  I  think  to-day 
I  would  rather  take  my  chances  in  buying  strict  [good]  ordinary,  wide 
classification,  to  the  present  low  middling  box,  as  a  spinner. 

Along  these  points,  I  saw  three  boxes  of  middling  cotton  in  Fall 
River  recently.  We  compared  them.  There  would  be  a  very  fine 
profit  if  you  could  buy  one  set  of  boxes  and  sell  on  another;  there 
was  such  a  difference  in  those  three  identical  boxes.  In  a  way,  I 
don't  see  how  that  can  be  avoided,  because  I  think  if  I  turned  over  to 
any  examiner  the  hundred  bales  of  cotton  it  would  be  a  question 
whether  they  would  make  exactly  the  same  report  twice;  t  think, 
even  if  they  were  most  expert,  conditions  are  such  that  they  would 
necessarily  make  a  variation. 

We  would  like  to  see  the  old  contract  come  back.  I  see  no  reason 
why,  if  a  bale  of  cotton  is  spinnable,  it  should  not  be  deUvered  on 
the  exchange. 

Some  of  us  also  are  opposed  to  the  change  from  seven-eighths  of 
an  inch  to  an  inch,  making  an  inch  the  standard  and  seven-eighths 
at  a  discount,  because  we  Know  that  drought  makes  a  great  mffer- 
ence  in  the  staple  of  American  cotton,  and  there  is  a  great  deal  of 
cotton  that  is  grown  and  spun  that  is  seven-eighths  of  an  inch,  and 
it  can  be  used. 


For  that  reason  they  are  using  much  shorter  cotton  in  some  lines, 
which  is  the  reason  for  the  establishment  of  differentials.  I  think, 
however,  that  that  is  a  matter  which  is  purely  technical  and  which 
I  as  a  spinner  do  not  feel  at  all  able  to  talk  about.  I  think  that  can 
be  worked  out  by  those  who  are  expert  and  who  are  familiar  with 
that  phase. 

I  tnink  that  using  the  ten  spot  market  as  a  basis  is  entirely  satis- 
factory. 

The  Chairman.  Do  you  know  anything  about  it,  as  a  matter  of 
fact — that  one  feature? 

Mr.  Durfee.  No  ;  I  really  know  absolutely  nothing  about  it. 

The  Chairman.  You  do  not  know  whether  those  averages  they 
make  out  of  ten  spot  markets  are  really  just  or  not,  do  you? 

Mr.  Durfee.  No. 

The  Chairman.  I  have  an  impression — it  came  from  reading  some- 
where— that  there  was  a  wide  (fifference  in  those  spot  markets  down 
there.  Now,  then,  if  that  is  true,  a  selected  choosing,  a  wide  selec- 
tion of  averages,  of  spot  market  quotations,  the  average  might  be 
satisfactory  and  it  might  not  from  a  mathematical  point  of  view. 

Mr.  Durfee.  I  think  I  can  answer  that  question.  I  do  not  think 
there  is  any  question  but  what  there  is  a  wide  variation.  For  in- 
stance, I  bought  a  hundred  bales  of  cotton  yesterday.  Not  that  I 
wanted  to  buy  it,  but  the  man  who  had  it  rather  begged  me  to  buy 
it  because  he  was  carrying  a  lot  of  cotton,  and  he  was  called  upon 
for  hedges,  and  of  course  some  of  the  banks  do  not  like  to  loan  on 
cotton  which  is  bought  for  merchandising  or  speculative  purposes. 
But  if  he  could  say  '*I  sold  that  to  this  mfll  or  that  mill,"  the  tanks 
would  carry  it  for  him. 

Well,  now,  I  bought  that  cotton  yesterday,  and  I  know  that  cotton 
would  have  cost  me  in  the  Memphis  market  200  more  points  than 
I  paid  for  it. 

The  Chairman.  With  these  wide  fluctuations,  it  is  not  a  very 
good  measuring  rod,  as  a  matter  of  fact,  is  it? 

Mr.  Durfee.  These  are  abnormal  times  we  are  going  through  now. 

The  question  of  larger  houses  has  been  brought  up  here,  and  I 
would  like  to  say  that  no  matter  what  would  happen  the  large  houses 
will  be  the  houses  that  will  control  in  the  encL  It  is  only  natural 
that  they  should,  and  I  think  it  is  really  only  safe  that  they  should. 
They  manipulate  at  times,  but  I  think  the  average  large  house  that 
is  headed  by  some  of  the  people  I  know,  take  them  all  in  all,  are  in 
business  for  the  best  interests  of  all  concerned,  and  I  think  that  they 
can  be  trusted,  and  I  do  not  think  we  need  to  borrow  any  uneasiness 
no  matter  what  you  people  may  do  or  what  the  Government  may 
do;  I  think  we  are  sate  in  the  hands  of  those  large  houses,  which  at 
times  somebody  has  mentioned  here  as  being  a  sort  of  a  bugaboo. 

The  Chairman.  Do  you  comprehend  in  that  statement  an  answer 
to  the  proposition  that  has  been  made  here  that  if  we  had  the  south- 
em  warehouse  delivery  big  dealers,  which  was  the  word  used,  would 
manipulate  the  market  bearishly  inimically  to  the  producer?  You 
do  not  subscribe  to  that? 

Mr.  Durfee.  I  do  not  subscribe  to  that  at  all,  and  why  should 
not  the  consumer  have  something  to  say  about  some  of  these  things  ? 
Why  should  it  always  be  the  producer! 
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The  Chairman.  Of  course,  really  the  producer  and  the  cx)nsumer 
is  one  and  the  same  person. 

Mr.  DuRFEE.  And  another  statement  has  been  made,  if  there  was 
not  a  consumer  there  would  be  no  producer.  The  reverse  of  that  is 
true.  If  there  were  no  producer,  there  would  be  no  consumer.  What 
we  are  really  trying  to  do  is  to  get  those  two  parties  together,  because 
we  are  really  dependent  upon  each  other.  If  the  consumer  is  not 
successful,  the  producer  is  not  successful,  and  if  the  producer  is  not 
successful  the  consumer  is  not  successful.  We  never  want,  as  spin- 
ners, to  see  those  old  times  come  back  in  which  a  spinner  could  not 
get  a  new  dollar  for  an  old  one. 

I,  myself,  have  sold  thousands  of  bales  of  sea-island  cotton  for  9 
cents  a  pound,  and  of  course  I  bought  short  cotton  at  very  much 
lower  prices. 

It  is  a  great  question  you  have  come  here  to  solve,  and  I  hope,  as 
the  result  of  this  conference,  it  will  be  solved,  as  I  am  sure  it  will  be, 
for  the  best  interests  of  all  concerned. 

Of  course,  I  do  not  want  to  see  cotton  unduly  depressed,  and  I  do 
not  want  to  see  it  unduly  elevated,  because  as  soon  as  it  gets  to  a  very 
high  point  it  stops  consumption.  I  was  talking  to  a  mill  man  only 
the  other  day.  I  said,  **  Why  have  you  got  your  mills  shut  up? 
He  replied,  **  The  fact  is  that  with  the  high  price  of  labor  and  high 
price  of  cotton  I  can  not  sell  my  product.  My  employees  used  to  come 
to  work  clothed  in  cotton  dresses,  and  now  they  come  clothed  in  wool 
orsUk." 

I  happened  to  be  in  the  Province  of  New  Brunswick  this  last 
smnmer,  and  I  learned  that  wool  in  New  Brunswick  this  summer 
was  selling  for  25  cents  a  pound.  Now,  when  wool  is  selUng  for  25 
cents  a  pound,  wool  is  going  to  be  used  where  cotton  was  used 
formerly. 

The  Chairman.  Now,  to-day  we  have  not  gone  into  statistics  at 
all,  and  I  presume  we  should  not,  but  there  is  a  short  crop  in  America 
this  year,  is  there  not? 

Mr.  DuRFEE.  Unquestionably. 

The  Chairman.  Is  the  world  over  short  in  cotton? 

Mr.  DuRFEE.  Oh^es. 

The  Chairman.  With  a  shortage  in  supply  you  say  there  is  a 
curtailment  in  demand? 

Mr.  DuRFEE.  We  know  we  will  have  to  curtail  even  more  than 
we  are  curtailing  now,  and  I  also  know,  as  well  as  I  know  anything, 
that  no  matter  how  short  the  crop  will  be,  it  will  not  be  consiuned. 

The  Chairman.  We  will  go  into  next  August,  the  world  will  go 
into  next  August,  with  still  a  substantial  carriage? 

Mr.  DuRFEE.  Of  course  you  can  say  there  are  all  kinds  of  statistics 
and  that  they  all  lie.  I  have  seen  statistics  which  show  a  carry-over 
for  next  year  larger  than  the  present  year.  I  think  that  is  auite 
within  a  possibility.  I  can  take  my  own  town.  There  has  not  been 
over  a  60  per  cent  reduction  but  that  is  a  tremendous  curtailment, 
and  with  cotton  at  these  prices,  it  is  practically  prohibitive. 

Doctor  Stevens.  I  would  hke  to  ask  you  if  you  buy  any  cotton 
on  spinners'  call  contract? 

Mt.  Durfee.  No,  sir. 

Doctor  Stevens.  What  is  the  reason  that  you  do  not  do  so? 
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Mr.  Durfee.  Because  we  can  not  tell  just  what  we  are  going  to 
get.  I  have  bought  New  York  contracts  when  I  could  see  the 
contract  and  have  an  opportunity  to  buy  them;  in  times  past,  when 
I  was  a  broker  I  bougnt  thousands  of  bales  out  of  the  New  York 
stock  that  was  handled  in  this  way.  A  New  York  broker  simply 
bought  those  contracts  and  went  through  them  and  picked  out  the 
cotton  which  he  thought  would  suit  mv  clients,  and  sent  me  the 
samples,  and  they  bought  on  those  samples. 

Doctor  Stevens.  Well,  I  don't  make  myself  clear.  I  did  not 
mean  how  much  cotton  you  would  take  by  way  of  future  contracts, 
[but]  how  much  cotton  do  you  buy  on  spinners'  call? 

A  Voice.  You  mean  buyer's  call,  do  you  not? 

Doctor  Stevens.  Well,  I  said  spinner's  call. 

Mr.  Durfee.  Well,  that  varies.  For  instance,  that  [take]  this 
present  season  through  which  we  are  now  passing.  At  the  time 
when  the  market  opened,  when  you  could  buy  cotton  at  23  and  24, 
or  lower  than  that,  there  was  no  demand  for  goods;  you  could  not 
sell  goods  even  at  a  loss,  and  unless  the  man  absolutely  owned  his 
plant,  he  was  in  charge  of  other  people's  money  and  was  taking 
desperate  chances  if  he  bought  cotton  without  a  hedge,  and  at  those 
prices;  but  in  order  to  run  his  mill  he  had  to  buy  cotton  to  keep 
iiis  plant  running  and  there  was  nothing  else  to  do. 

We  spinners  want  to  keep  our  mills  going,  because  we  want  to 
keep  the  people  of  this  coimtry  contented,  [.]  because  [?]  we  [We] 
all  buy  on  call  more  or  less.     I  have  bought  myself  on  call. 

Doctor  Stevens.  Did  you  ever  have  the  experience,  when  you 
bought  on  call,  of  the  price  of  the  future  advancing  very  rapidly 
and  you  having  to  pay  a  very  high  price  for  vour  cotton? 

Mr.  Durfee.  Weil,  I  try  to  be  cute  enough  to  get  out  of  those 
things.  I  had  a  little  cotton  in  times  past  in  what  has  been  referred 
to  as  a  squeeze. 

Doctor  Stevens.  You  refer  to  the  matter  of  manipulation.  Just 
what  do  you  mean  by  manipulation  in  the  New  York  market  at  the 
present  tune? 

Mr.  Durfee.  I  don't  think  there  is  any  question  but  what  there 
is  manipulation  in  the  New  York  market,  and  I  think  if  you  have 
these  delivery  points  in  the  South  that  manipulation  will  never  be 
eliminated,  that  is  impossible,  but  I  think  it  will  be  greatly  lessened 
with  those  points  opened  in  the  South. 

Doctor  Sevens.  Well,  Mr.  Durfee,  just  what  do  you  mean  by 
manipulation;  do  you  mean  a  squeeze  in  a  near  position?  For 
instance,  suppose  1  bought  some  cotton  on  Octobers  [in  October], 
sold  the  Octobers  and  had  not  gotten  out  of  them;  as  Mr.  Hogan 
says,  he  shipped  up  cotton  from  Norfolk  to  get  me  out  of  my  October 
squeeze,  and  I  haa  to  pay  him  for  it. 

Mr.  Durfee.  That  is  my  idea  of  a  squeeze. 

Doctor  Stevens.  Do  you  think  that  the  smaller  dealers  are  ever 
responsible  for  these  squeezes  in  New  York  ? 

lilr.  Durfee.  It  is  a  mere  thought  on  my  part,  because  I  am  not 
familiar  enough  with  the  New  York  Exchange  or  the  dealings  of  the 
New  York  Exchange  to  say;  but  I  should  say  they  never  were 
responsible,  and,  on  the  other  hand,  they  may  be  responsible. 

Doctor  Stevens.  Are  New  York  contract  deliveries  as  a  matter  of 
fact  essential  to  New  England  spinners? 
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Mr.  DuRFEE.  Is  that  question  asked  for  the  purpose  of  consuming 
contract  deliveries? 

Doctor  Stevens.  I  mean  suppose  you  didn't  have  any  New  York 
contracts;  in  what  respect  wouM  you  suffer  thereby? 

Mr.  DuRFEE.  Well,  we  would  be  absolutely  open;  we  have  no  pro- 
tection whatever,  we  would  simply  have  to  take  our  chances,  and  it 
would  be  rank  speculation  on  our  part.  Personally,  as  I  said  before, 
I  should  not  want  the  New  York  Cotton  Exchange  abolished,  because 
I  think  it  has  a  place  in  the  manufacturing  world,  and  I  believe  that 
I  should  object  as  a  spinner.  Well,  suppose  you  had  to  buy  good 
middling  cotton.  Good  middling  cotton  is  only  obtainable  at  certain 
times,  earlv  in  the  season,  for  instance,  and  I  may  have  to  buy  my 
whole  stock  at  that  time,  and  I  had  not  sold  my  goods,  and  I  would 
not  go  open  on  it  unless  I  thought  it  was  very  low.  I  would  have  to 
sell  the  fall  cotton  against  it. 

Doctor  Stevens.  If  you  did  not  have  delivery  on  New  York  con- 
tracts at  New  York  but  only  at  other  points,  such  as  you  have  speci- 
fied, would  that  be  any  senous  handicap  to  New  England  spinners? 
Assuming  that  those  delivery  points  you  mention  would  [not]  be  dis- 
advantageous to  you  and  New  York  at  the  same  time  was  abolished 
as  a  delivery  point,  for  example? 

Mr.  DuRFEE.  Well,  I  do  not  want  to  see  New  York  abolished  as  a 
delivery  point,  and  I  should  not  think  it  would  be. 

Doctor  Stevens.  Would  you  tell  me  why? 

Mr.  DuRFEE.  Because  the  contracts  are  placed  there  and  I  think 
there  should  be  a  stock  in  New  York  sufficient  to  cover  the  contracts 
that  are  sold  in  New  York. 

Doctor  Stevens.  Well,  if  you  had  a  system  such  as  you  have  re- 
ferred to  of,  say,  deliveries  at  several  points  in  the  South  and  an 
eastern  point,  say  New  Bedford,  would  there  be  any  deliveries  on 
contracts  at  New  York  unless  those  deliveries  at  those  points  other 
than  New  York  were  made  at  some  differential  under  New  York? 

Mr.  DuRFEE.  I  have  talked  to  some  of  the  New  York  men,  and 
that  is  a  question  of  the  differential  which  is  a  very  complicated 
question,  and  it  is  a  question  that  experts  can  handle,  and  I  should 
not  attempt  to  answer  a  question  of  tnat  kind,  because  I  do  not  con- 
sider that  I  am  enough  versed  in  those  details  to  answer  a  question 
of  that  kind.  I  think  that  has  got  to  be  worked  out  by  the  exchanges 
themselves. 

Doctor  Stevens.  But  you  would  disUke  to  see  former  [any  form  of] 
delivery  contract  such  as  you  have  mentioned  mstalled  if  it  meant 
the  elimination  of  New  York  as  a  delivery  point? 

Mr.  DuRFEE.  If  these  other  delivery  points  meant  the  elimination 
of  New  York  as  a  deUvery  point  I  should  certainly  be  opposed  to 
those  other  points  as  delivery  points;  but  I  see  no  reason  why  New 
York  should  be  put  out  of  the  running. 

I  thank  you,  Mr.  Chairman  and  gentlemen. 

The  Chairman.  This  conference  will  now  adjourn  until  to-morrow 
morning  at  10  o'clock,  if  that  is  satisfactory  to  this  commission  and 
the  gentlemen  here. 

(Thereupon,  at  5.20  o'clock  p.  m.,  the  hearing  was  adjourned 
until  to-morrow,  Wednesday,  November  7,  1923,  at  10  o'clock  a.  m.) 


Washington,  D.  C,  November  7,  192S — 10  a.  m. 

The  commission  met  pursuant  to  the  taking  of  adjournment  on 
yesterday. 

Present:  Conunissioners  Murdock  (chairman),  Thompson,  Nugent, 
and  Van  Fleet. 

In  addition  to  those  mentioned  in  yesterday's  proceedings  there 
were  also  preseut  at  this  hearing  the  following: 

W.  J.  Adams,  Charlotte,  N.  C.,  representing  the  American  Cotton 
Manufacturers'  Association. 

W.  E.  Beattie,  Greenville,  S.  C,  representing  the  American  Cotton 
Manufacturers'  Association. 

F.  S.  Blanchard,  Boston,  Mass.,  representing  the  National  Associ- 
ation of  Cotton  Manufacturers. 

Paul  J.  Christian,  Washington,  D.  C. 

Stuart  W.  Cramer,  Charlotte,  N.  C,  representing  the  American 
Cotton  Manufacturers'  Association. 

S.  T.  Hufford,  jr.,  60  Beaver  Street,  New  York  City,  representing 
the  New  York  Cotton  Exchange. 

A.  F.  Johnson,  Lynchburg,  Va.,  representing  the  American  Cotton 
Manufactiu'ers'  Association. 

C.  B.  Jones,  representing  the  Associated  Press. 

J.  E.  Latham,  Greensboro,  N.  C,  representing  self  and  New  York 
Cotton  Exchange. 

George  McFadden,  Philadelphia,  Pa.,  representing  the  New  York 
Cotton  Exchange. 

C.  O.  Moser,  Dallas,  Tex.,  representing  the  American  Cotton 
Growers'  Exchange. 

Fred  E.  Nelson,  Washington,  D.  C,  representing  the  Bureau  of 
Agricultural  Economics. 

T.  H.  Robinson,  New  York  City. 

H.  C.  Slade,  Washington,  D.  C,  representing  the  Bureau  of  Agri- 
cultural Economics. 

The  Chairman.  Mr.  McFadden  is  here  from  New  York,  and  I 
understand  he  wants  to  get  away,  and  so  we  will  hear  him  first. 
Please  state  your  views  and  tell  what  you  know  about  the  proposition. 

STATEMENT  OF  GEOBaE  McFADDEHT 

Mr.  McFadden.  I  am  here  at  the  suggestion  of  the  New  York 
Cotton  Exchange. 

The  Chairman.  Are  you  a  native  of  New  York? 

Mr.  McFadden.  No;  I  am  a  Philadelphia[n]. 

The  Chairman.  You  are  a  Pennsylvanian  ? 

Mr.  McFadden.  Yes;  born  in  Philadelphia. 

The  Chairman.  Have  you  been  in  the  cotton  business  during  your 
mature  life? 

Mr.  McFadden.  I  have  been  in  the  cotton  business  since  1893; 
the  first  two  years  in  North  CaroUna  and  the  next  eight  years  in 
Texas,  as  a  resident  for  the  nine  months  of  the  cotton  season.  For 
the  other  three  months  I  hved  at  Liverpool  and  Havre. 

The  Chairman.  All  those  years  you  have  been  in  touch  with  the 
cotton  trade? 

Mr.  McFadden.  Yes;  that  has  been  my  business. 
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The  Chairman.  We  have  been  discussing  three  things  principally. 
First,  what  is  the  advisabiUty  or  inadvisapihty  of  haying  southern 
warehouse  dehveries.  The  second  proposition  is  the  wisdom  or  lack 
of  wisdom  in  a  revision  of  this  present  law  as  to  futures,  the  law  of 
1914.  The  third  proposition  is  whether  any  changes  are  desirable 
in  the  establislmient  of  a  method  by  which  we  establish  diflferences 
on  days  of  settlement  and  the  method  by  which  they  arrive  at  a  cash 
quotation  in  that  settlement. 

Now,  we  have  been  discussing  those  things  in  brief,  the  inadvisa- 
bility  or  the  advisability  of  making  a  change  in  any  one  of  the  three 
of  them,  and  I  would  like  to  hear  you  on  that. 

Mr.  McFadden.  Do  you  ask  me  to  answer  that  question  in  the 
application  to  the  best  interests  of  the  cotton  trade  or  the  best  inter- 
ests of  any  particular  group  in  the  cotton  trade? 

The  Chaiuman.  The  best  interests  of  the  whole  shebang — the 
public  and  the  country. 

Mr.  McFadden.  The  first  question  is  as  to  the  advisability  of  the 

licensing  system? 

The  Chairman.  No;  delivery  at  warehouses  in  the  corw^nxifian[ ?] 

of  the  future  contract. 

Mr.  McFadden.  How  much  detail  do  you  want  me  to  go  into? 

The  Chairman.  You  have  half  an  hour. 

Mr.  McFadden.  That  is  more  than  enough. 

This  question  comes  down  in  the  last  analysis  to  whether  cotton 
shall  sell  at  a  premium  or  a  discount  in  New  York.  Going  way  back 
to  1900  and  1910,  we  usuallv  found,  when  production  was  about 
balanced  with  consumption,  that  middling  cotton  sold  at  a  discount 
in  New  York.  There  was  a  great  deal  of  complaint  and  dissatisfac- 
tion in  the  South — they  coiild  not  tell  why  middling  cotton  sold 
one  or  two  cents  higher  in  the  South  than  in  New  York. 

For  one  or  two  years  all  commodities  were  low,  and  then  we  ran 
into  some  short  crop  years  and  we  found  that  the  immediate  position 
in  short  crop  years  sold  at  a  premium,  but  not  at  a  premium  which 
justified  the  price:  the  price  was  lower  relatively  than  the -price  of 
middling  cotton  itself. 

Between  1910  and  1912  there  was  a  great  deal  of  agitation  on  the 
question  in  Washington.  Senator  Henin,  of  Alabama,  and  Senator 
Hoke  Smith  and  also  Senator  Smith,  of  South  Carolina,  and  the 
representatives  of  the  farm  unions  were  making  vigorous  complaints, 
and  Mr.  Lever,  who  was  then  the  chairman  of  the  Committee  on 
Agriculture  of  the  House  of  Representatives  and  an  expert  in  cotton, 
and  I  believe  a  man  who  really  knows  his  subiect  more  thoroughly 
than  any  other  man  in  this  country,  because  ne  has  studied  it  for 
many  years  (he  was  brought  up  in  cotton,  he  was  fair  to  all  con- 
cerned, evenly  balanced),  mtrocluced  a  bill,  wliich  is  known  as  the 
Lever  bill,  and  that  was  finally  passed  and  became  a  law. 

The  price  of  January  and  February  contracts  reflects  the  price  of 
cotton  m  the  South,  and  it  ought  to  do  it.  The  Lever  bill  was  en- 
acted, and  certainly  since  that  time  it  has  performed  the  service  for 
which  it  was  intended;  that  is,  you  will  find  the  nrice  of  middling 
cotton  in  the  South  and  usually  New  Orleans  and  New  York  reacts 
about  to  that,  and  to  my  mind  the  Lever  bill  has  been  a  great  benefit. 
There  may  be  some  imimportant  evils  connected  with  it,  but  broadly 
speaking  it  has  performed  the  service  it  was  intended  to  perform. 


Now,  this  suggested  modification  of  permitting  cotton  to  be  li- 
censed throughout  the  South,  that  being  a  delivery  on  contract,  we 
must  bear  in  mind  w^e  have  two  particular  interests  involved  here; 
we  have  the  producer  and  we  have  the  merchant. 

I  do  not  know  whether  it  is  possible  or  practicable  to  harmonize 
those  two  interests.  It  seems  to  mo  our  first  consideration  must  be 
that  of  the  producer.  If  you  to-day  permitted  cotton  to  be  licensed 
and  deUvered  at  the  various  points  in  the  South  I  think  that  De- 
cember contracts  or  January  contracts,  instead  of  selling  at  a  cent 
a  pound  over  July,  might  be  selling  at  a  cent  a  pound  under  July. 
That  would  be  a  difference  of  about  two  cents  a  pound,  or  a  differ- 
ence of  ten  dollars  a  bale. 

Commissioner  Nugent.  Why  do  you  think  that,  what  reasons 

have  you  for  thinking  that? 

Mr.  McFadden.  Because  you  take  this  year,  and  there  is  no 
scarcity  of  cotton— November,  December,  January,  February- 
irrespective  of  whether  your  crop  is  eight  million  or  fourteen  million 
bales.  Its  scarcity  comes  in  the  last  few  months  if  production  is  not 
equal  to  consumption. 

Last  year  we  all  bought.  It  was  a  favorable  picking  season,  and 
last  year,  or  the  year  before,  the  excess  grades  which  the  merchant 
bought  consisted  of  strict  good  middling,  good  middling  and  middling, 
and  that  was  the  grade,  strict  middhng — and  the  others — was  the 
grade  that  was  delivered  on  contract. 

This  year  we  have  had  a  wet  season,  and  the  cotton  will  be  mid- 
dling and  strict  low  middling,  and  low  middhng,  and  those  will  be  the 
grades  that  will  be  delivered  on  contracts. 

It  costs  $1.50  to  carry  cotton.  A  man  who  buys  cotton  and  carries 
it  two  or  three  months,  finds  it  becomes  an  expensive  luxury  to  carry. 
We  assume  that  he  buys  and  hedges  it  automatically;  in  other  words, 
he  does  not  take  a  speculative  view,  and  there  are  very  few  merchants 

that  do. 

Consequently,  in  the  last  year,  if  we  had  a  thousand  bales  of  mid- 
dling to  ship,  to  get  that  thousand  bales  we  would  have  to  buy  two 
thousand  bales,  and  then  we  would  have  a  thousand  bales  of  strict 
middling,  if  that  was  what  we  had  to  have. 

Who  pays  that?  That  comes  out  of  the  producer.  Therefore  I 
am  trying  to  make  the  point.  If  you  ask  me  selfishly  as  a  cotton 
merchant,  I  know  no  suggestion  which  would  better  my  business 
more  than  licensing  of  the  cotton  in  the  South.  It  would  be  easy  then 
for  us  to  sit  around  and  wait  until  we  could  get  cotton  on  a  proper 
basis,  and  we  would  hedge  it  and  carry  the  charges  and  go  out  and 
play  golf.  . 

'the  Chairman.  You  are  confusing  me  somewhat  m  your  use  of 
the  word  license,  which  is  a  new  word  to  me. 

Mr.  McFadden.  Certification,  I  should  say,  I  beg  your  pardon. 
If  we  could  deliver  cotton  against  New  York  contracts  m  the  South, 
certificated  business  from  a  cotton  merchant's  point  of  view  would 
become  almost  automatic  and  would  relieve  the  risk  of  the  busing 
tremendously.  I  am  unqualifiedly  for  it.  But  I  thought  that  would 
be  offered  from  the  other  side.  I  feel  sure  if  they  were  to  put  into 
operation  that  plan  next  year,  and  we  should  run  into  a  large  crop, 
we  would  have  a  very  large  certificated  stock,  maybe  three  or  four 
hundred  thousand  bales,  and  spot  cotton  South  would  be  selling  a  cent 
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or  a  cent  and  a  half  or  two  cents  over  New  York  contracts,  you 
would  ask  us  at  once  why  we  recommended  an  amendment  to  the 
present  law,  which  was  so  obviously  to  the  advantage  of  the  merchant, 
and  so  obviously  to  the  disadvantage  of  the  producer. 

The  Chairman.  You  make  your  hypothesis  there  on  an  overplus 
crop.     What  would  happen  if  there  was  underpins? 

Mr.  McFadden.  In  the  case  of  underpins,  it  would  have  even 
more  effect,  because  in  a  year  where  the  production  is  less  than  the 
consumption,  the  natural  cbnsumption,  in  the  mid  season,  take  from 
October  to  March,  say  from  Deceml)er  to  March,  there  is  more  cx)tton 
South  than  is  needed.  There  has  to  be,  because  you  do  not  consume 
12  million  bales  in  six  months,  and  therefore  in  a  year  such  as  this 
vear,  which  is  a  good  example,  you  would  have  the  near  position  in 
New  York  selling,  say,  150  points  or  a  cent — some  of  these  gentlemen 
made  it  two  cents  [under],  but  it  certainly  would  not  be  selling  a  cent 
over  July. 

Now,  the  extent  to  which  it  does  not  sell  a  cent  over  July  would  be 
at  the  cost  of  the  cotton  which  the  producer  gets. 

Do  I  make  myself  clear?  There  might  be  a  difference  of  two  cents 
a  pound,  SIO  a  bale.  That  would  be  t£e  maximum,  because  anybody 
can  step  in  and  sell  July  and  go  on  to  sleep  and  wait  for  the  trade  to 
come  to  him.  There  is  no  risk  other  than  the  risk  of  being  called  on 
for  a  margin.  That  is  when  the  market  goes  up.  But  that  is  a 
financial  question,  because  yoiu*  cotton  appreciates  correspondingly. 

Now,  my  point  is — and  it  is  an  important  point — that  the  producer 
in  short  crop  years  is  entitled  to  a  verjr  big  price  for  his  cotton,  or  a 
relatively  big  price,  and  the  near  position  should  sell  at  a  premium, 
and  any  situation  which  might  develop  in  short  crop  years  where  the 
near  position  would  sell  at  a  discount  would  be  very  unfair,  it  would 
be  very  much  to  the  disadvantage  of  the  producer,  and  I  do  not 
believe  any  legislation  is  either  wise  or  proper  which  is  for  the  benefit 
of  the  middleman  and  at  the  expense  of  the  agriculturalist.  It  would 
be  shortsighted  and  could  not  possibly  last. 

The  Chairman.  While  you  were  absent  yesterday  several  of  the 
men  who  were  heard  were  against  the  proposition  on  southern  ware- 
house deliveries  and  they  promised  us  that  if  there  was  a  southern 
warehouse  delivery  provision  in  the  law  the  big  interests,  whom  they 
refuse  to  identify— I  asked  them  innocently  who  they  meant  and 
they  would  not  say — would  use  it  to  smash  the  market  down  South 
or  manipulate  the  market  down  South.     Now,  what  about  that? 

Mr.  McFadden.  I  am  speaking  purely  academically,  it  is  one 
man's  guess  against  another's.  But  suppose  we  take  the  near  position 
and  it  sells,  plus  carrying  charges,  on  next  July,  six  months  off,  nine 
months  off,  and,  further  than  that,  we  will  sell  plus  a  moderate 
banker's  commission.  Would  not  that  be  an  attractive  proposition 
for  some  great  banking  syndicate  to  go  in,  taking  three  or  four  hundred 
thousand  bales,  stancSng  pat?     They  can't  lose. 

It  would  be  far  beyond  the  abilitv  of  any  cotton  merchant,  because 
we  are  not  rich  enough;  but  it  would  be  a  very  attractive  bait  to  put 
before  some  of  these  mterests  in  New  York  or  Chicago. 

The  Chairman.  Why  is  not  that  same  position  open  to  them 
operating  from  New  York;  why  could  not  you  do  the  same  thing 
to-day  under  the  law  i 


Mr.  McFadden.  Because  it  would  cost  them  a  great  deal  of 
money.  Suppose  you  take  up  cotton  in  October.  Every  month 
that  cotton  costs  so  much  more.  Then,  to  get  2  or  3  cents  appreci- 
ation in  the  market  before  the  stock  starts  to  make  anything,  the 
bidding  is  all  against  them;  it  is  the  worst  possible  commercifid  bet. 
That  is  why  they  do  not  do  it. 

But  when  you  find  premiums  on  the  distant,  then  you  find  it  is  a 
good  investment,  like  anything  else;  I  say  it  is  a  good  investment 
if  you  undertake  the  operation,  and  there  is  practically  no  risk  of  loss. 

Doctor  Stevens.  I  would  like  to  ask  you  one  or  two  questions. 
Mr.  McFadden,  do  you  believe  that  on  the  average  the  producer 
would  get  less  for  his  cotton  throughout  the  year,  not  merely  in  thp 
fall  but  throughout  the  entire  year,  if  you  had  southern  warehouse 
deliveries  ? 

Mr.  McFadden.  Unqualifiedly;  yes. 

Doctor  Stevens.  Now,  taking  the  last  situation  that  you  de- 
scribed, if  there  was  a  premium  on  the  distant  months  by  the  full 
amount  of  the  carrving  charge,  would  not  anybody  be  able  to  buy 
spot  cotton  and  make  a  profit  on  it? 

Mr.  McFadden.  Well,  that  is  getting  into  a  great  many  technical- 
ities; that  is  a  very  broad  question.  Anybody  should  exercise  his 
best  judgment,  and  if  you  buy  a  commodity,  cotton  or  anything  else, 
and  you  sell  the  same  commodity  six  months  hence  at  a  premium 
sufficient  to  pay  carrying  charges,  you  can  not  lose  much  money, 
unless  the  fellow  repudiates  his  contract. 

Doctor  Stevens.  I  mean  this.  If  you  had  the  situation  you 
described,  would  it  not  be  possible  for  anybody  to  go  into  the  market 
and  buy  spot  cotton  and  would  not  there  be  an  increase  in  the  volume 
of  purchases  ? 

Mr.  McFadden.  Yes;  there  would  be;  but  not  of  the  most  desirable 
character,  because  you,  right  [a]  way,  introduce  into  the  cotton 
market  outside  speculation  in  spot  cotton  which  it  seems  to  me 
would  be  to  the  disadvantage  of  the  manufacturer.  Let  me  get  this 
clear.     Don't  put  down  what  I  said  just  then. 

Doctor  Stevens.  If  it  is  true,  the  situation  you  describe  where 
there  is  a  full  carrying  charge,  banker's  commission,  and  so  forth, 
would  not  there  be  a  big  increase  in  the  volume  of  spots  purchased 
and  [futures]  sold  on  the  distant  market  [months]? 

Mr.  McFadden.  Provided  the  distant  markets  [months]  were 
[showed]  full  carrying  charges. 

Doctor  Stevens.  Would  not  the  price  of  spot  cotton  then  go  up 
in  response  to  that  buying  demand? 

Mr.  McFadden.  Only  if  the  distant  position  went  up  correspond- 
ingly.    Otherwise  buying  would  automatically  cease. 

Doctor  Stevens.  The  price  of  spot  cotton,  then,  would  advance 
to  the  point  where  there  was  no  longer  a  carrying  charge? 

Mr.  McFadden.  No,  no.  You  see  it  is  balanced,  it  does  not 
make  any  difference  whether  the  market  goes  up  or  down.  There  is 
your  spot  cotton,  say  ten  cents,  and  there  is  your  hedge,  two  and 
a  half  cents.  If  spot  goes  to  ten  and  a  quarter,  this  hedge  stands 
right  there,  there  is  nothing  doing;  it  has  to  go  down  together,  it 
has  got  to  go  up  together.  You  have  found  a  buyer  for  the  corre- 
sponding quantity  of  distant  position,  the  relative  difference  must 
be  maintained. 
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Doctor  Stevens.  I  understand ;  but  if  there  was  an  increase  in 
the  volume  of  buying  spot  cotton  the  presumption  would  be  that  the 
market  would  go  up. 

Mr.  McFadden.  And  if  there  is  a  corresponding  increase  in  the 
volume  of  the  buying  of  future  contracts  in  the  distant  position. 

The  Chairman.  You  have  gotten  me  powerfully  interestetj  in  this 
proposition,  that  that  situation  actually  would  bring  about  a.n  increase 
in  the  price  of  spot  cotton,  regardless  of  the  relative  position  of  the 
other  positions 

Mr.  McFadden.  No,  no. 

The  Chairman.  Did  you  not  so  answer? 
,    Mr.  McFadden.  No. 

The  Chairman.  ITien,  if  it  did  not,  how  would  it  work  harm  to 
the  manufacturer? 

Mr.  McFadden.  It  would  withdraw  that  much  cotton  temporarily 
from  the  market  which  he,  tliis  man,  may  buy  as  a  banker  and  put 
it  away,  and  the  American  manufactiu'ers  may  want  that  particular 
quality,  and  they  lock  it  up  and  sell  futures  against  it,  and  instead 
of  being  able  to  buy  at  a  cent  on  middhng  they  might  have  to  pay 
two  cents  on  middling  next  summer. 

The  Chairman.  It  would  deplete  available  supply  and  would 
eventually  raise  the  price? 

Mr.  McFadden.  In  relation  to  contracts  it  would  raise  the  price, 
that  is  the  only  effect. 

The  Chairman.  If  the  spinner  was  unhedged  it  would  aflFect  him, 
would  it  not  ? 

Mr.  McFadden.  No;  that  has  got  nothing  whatever  to  do  with 
it.  In  other  words,  suppose  in  October  he  could  buy  that  cotton  in 
quantity  at  a  half  cent  on  middling.  You  see  he  may  be  forced  by 
locking  up  half  million  bales  of  that  cotton,  to  pay  two  cents  on  that 
cotton  next  spring.  Of  course,  I  am  exaggerating  the  differences 
very  much.     We  had  better  have  it  within  reason  of  possibility. 

Doctor  Stevens.  One  more  question  that  I  would  like  to  ask. 
Does  a  premimn  on  the  distant  month  necessarily  mean  a  lower 
price  for  spot  cotton  in  the  near  months,  say,  December  position, 
than  would  be  the  case  if  there  were  a  discount  on  the  distant  months  ? 

Mr.  McFadden.  Well,  I  think  I  replied  to  that  once,  and  broadly 
speaking,  the  broad  laws  of  economics  regulate  that  situation. 
Where  there  is  a  surplus  over  natural  consumption  it  is  only  natiu-al 
that  cotton  sinks  to  a  price  where  somebody  will  buy  it  and  can  hedge 
it  without  loss. 

The  middleman  takes  that  off  the  farmer,  as  you  saw  in  1914, 
and  other  years  of  big  production;  but  it  is  most  illogical  where  the 
production  and  consumption  are  balanced  for  the  iinmediate  to 
sell  at  a  discount,  and  the  cotton  trade  shows  it  ordinarily  does  not, 
but  with  the  southern  warehouse  dehvery  the  effect,  in  my  judgment — 
of  course,  others  may  disagree  with  me — the  effect  of  that  would 
be  not  only  in  years  where  production  and  consuniption  are  about 
balanced,  but  m  years  where  production  is  distinctly  less  than 
normal  consumption,  you  have  immediate  seUing  out  at  a  big  dis- 
coimt,  which  is  absolutely  illogical  and  improper.  Now,  the  producer 
pays  that  difference,  you  can  not  get  away  from  it. 

The  Chairman.  Do  you  care  to  say  anything  elsel 


Mr.  McFadden.  Yes;  I  think  there  was  one  other  question  you 

asked  me. 

One  of  the  great  troubles  we  had  when  this  Lever  bill  was  con- 
sidered— and  I  think  some  of  the  men  from  the  Southern  States  were 
anxious  to  make  the  bill  even  stronger  than  it  is  to-day.  The  fight 
was  to  keep  it  a  common  sense  bill.  Mr.  Lever  was  a  very  common 
sense  man.  He  weighed  the  thing  and  this  was  a  compromise  between 
the  radicals  and  those  who  wanted  to  make  a  contract  even  tighter 
than  before,  so  that  there  would  be  no  trading.  I  have  noticed 
agitation  lately  to  limit  the  grades  which  could  be  delivered  on  con- 
tracts. Now,  it  seems  to  me  that  [by  the]  extent  to  which  you  hmit 
trading  [tendering?],  to  that  extent  the  price  of  cotton  will  be  affected. 
It  is  very  important  to  have  a  big,  broad  market  where  you  can 
buy  or  self  in  quantity,  for  example,  the  Havre  market,  you  have 
a  contract  there  which  represents  the  value  of,  say,  strictly  middling 
cotton  of  28.29  miUimeters.  The  Agricultural  Department  objects 
to  this  definition,  but  as  long  as  that  is  their  contract  we  will  so 
describe  it.  The  trading  in  that  market  is  absolutely  spot  contract. 
What  is  the  result  ?  The  contract  does  not  mean  anything.  There  is 
trading  there  of  a  thousand  or  five  hundred  bales  a  day.  The 
Frenchmen  have  killed  their  contract.  Therefore,  I  fear  that  if  any 
effort  were  made  to  restrict  or  reduce  the  grades  dehvered  on  this 
contract,  the  effect  would  be  that  you  would  have  an  automatic 
contraction  of  trading,  which  would  be  very  unfortunate. 

The  Chairman.  Of  course,  all  these  things  are  in  degrees,  as  you 
and  I  know.  If  you  had  your  way  about  it  to-day  you  would  not 
repeal  the  Lever  Act? 

Mr.  McFadden.  I  think  it  is  a  most  excellent  act  and  it  has  per- 
formed service  far  beyond  what  was  hoped  for. 

The  Chairman.  All  right.  But  yet  the  Lever  Act  did  restrict 
trading,  in  limiting  the  number  of  grades  that  could  be  traded  in. 

Mr.  McFadden.  Yes. 

The  Chairman.  Was  that  good  or  bad? 

Mr.  McFadden.  I  think  it  was  excellent. 

The  Chairman.  Have  we  reached  a  point,  then,  in  your  opinion, 
where  any  further  restriction  would  be  a  mistake,  or  could  that  be 
improved? 

Mr.  McFadden.  I  say  again ;  no. 

The  Chairman.  You  mean,  then,  that  any  further  Hmitation  on  the 
grades  would  be  a  mistake? 

Mr.  McFadden.  Absolutely,  and  for  this  reason:  Last  year  the 
surplus — ^when  I  say  surplus  I  mean  the  period  from  October  to 
March,  say — the  cotton  which  was  delivered  on  contract — that  is  a 
better  way  to  put  it — ^was  middling  and  good  middling  and  strict 
middling.  Now,  this  year  the  cotton  delivered  on  contract  will 
probably  be  middling  cotton.  You  can  not  tell  about  the  weather 
conditions,  but  it  is  very  desirable  cotton,  and  as  a  matter  of  fact  you 
find  that  a  great  many  mills  throughout  the  world  ordinarily  buy  [ing] 
strict  middSng  cotton  are  shifting  their  contract  to  middhng,  because 
at  two  and  a  half  [cents  difference?]  it  is  cheaper  to  use  the  middlmg 
provided  they  can  use  it  in  the  manufacture  of  their  doth  and  yarns 
which  they  are  manufacturing. 

The  Chairman.  Are  you  acquainted  with  the  proposition  that  we 
hear  a  good  deal  about  in  Washington,  about  amending  that  law  so 
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that  there  shall  be  a  delivery  for  future  contracts  of  three  contiguous 
grades;  do  you  know  about  that? 

Mr.  Mc^ADDEN.  That  has  been  discussed. 

The  Chairman.  What  do  you  think  of  that? 

Mr.  McFadden.  I  think  it  would  be  most  unfortunate. 

The  Chairman.  Why? 

Mr.  McFadden.  Because  right  away  it  would  restrict  your  trade. 
Who  is  going  to  sell  that?  You  had  better  go  and  sell  to  the  mills. 
In  other  words,  instead  of  having  trading  of  200  or  300  or  400  thousand 
bales  a  day  in  New  York,  you  might  drop  down  to  50  thousand,  and 
then  vou  would  have  violent  fluctuations.  What  we  are  trying  to  do 
is  to  keep  prices  stable.  You  may  have  an  upward  trend  or  a  down- 
ward trend,  but  you  do  not  want  the  market  to  go  up  three  cents  this 
week  and  go  down  three  cents  next  week,  and  the  more  you  restrict 
your  trading  the  more  fluctuations  there  will  be. 

The  Chairman.  No;  I  tried  to  get  this  yesterday  and  I  did  not 
get  very  far. 

Mr.  McFadden.  I  beg  your  pardon,  but  suppose  this  year  we  have 
a  ten  and  a  quarter  million  crop,  as  we  majr  m  accordance  with  the 
Department  of  Agriculture,  and  you  limit  this,  restricting  the  grades, 
and  we  suppose  that  thirty  or  forty  per  cent  of  this  comes  below 
middling.  Well,  that  is  too  much — although  I  don't  know,  I  think 
the  average  grade  of  this  crop  would  be  strict  low  to  middling. 
Suppose  you  make  middling  and  strict  middling  contracts 

Tne  Chairman.  I  think  you  are  getting  me  wrong.  I  am  talking 
about  the  delivery  of  contiguous  grades. 

Mr.  McFadden.  What  do  you  mean  by  contiguous? 

The  Chairman.  Grades  that  follow  in  succession  anywhere  along 
the  line  of  the  ten. 

Mr.  Glenny.  The  question  was  when  a  delivery  is  made,  whether 
that  delivery  shall  be  any  of  the  ten  grades,  but  must  not  be  over 
three  of  the  ten  grades. 

The  Chairman.  That  is  the  thing  that  is  being  discussed. 

Mr.  McFadden.  Any  three  of  the  grades,  but  they  must  be 
contiguous. 

Mr.  Butler.  May  I  ask  a  q^uestion?  There  could  not  be  any 
other  grades  contiguous  but  strict  low  middling  and  middling.  If 
they  are  going  to  be  contiguous  they  must  be  middling  and  strict 
low  middling,  because  we  would  not  have  an  offset  if  we  went  to  the 
lowest  grade,  low  middling.  We  might  have  middling  and  good 
middling.  There  could  be  only  two  deliveries  under  a  contract 
contiguous. 

A  Voice.  Oh,  no! 

Doctor  Stevens.  The  proposition  is  simply  that  the  ten  deliver- 
able grades,  any  grades  in  any  volume,  may  be  delivered  so  long  as 
those  delivered  conform  to  the  three  grades  which  lie  next  to  one 
another,  any  three  grades  lying  next  to  one  another.  For  instance, 
taking  a  hundred  bales,  90  bales  may  be  taken  from  one  grade,  and 
five  bales  from  a  grade  above  and  five  bales  from  a  grade  below. 

The  Chairman.  That  is  what  I  tried  to  say. 

Doctor  Stevens.  And,  furthermore,  the  number  of  deliverable 
grades  might  conceivably  be  increased  to  include  two  or  three  more 
of  the  present  low  grades,  the  same  rule  to  apply  with  reference  to 
the  contiguousness  of  the  delivery.     Now,  there  would  be  no  confine' 


ment  [restriction]  on  the  number  of  bales  to  be  delivered  on  any  partic- 
ular grade  whatsoever.  As  I  say,  you  might  deliver  90  from  one  grade 
and  five  from  a  grade  below  and  five  from  a  grade  above,  or  you 
might  deliver  35  on  one  and  35  on  another  and  30  on  another,  so 
long  as  they  lay  next  to  one  another. 

The  Chairman.  My  question  to  Mr.  McFadden  was  would  that 
restrict  trading? 

Mr.  McFadden.  Well,  there  are  two  questions  involved  there; 
one,  that  the  number  of  grades,  if  this  was  adopted,  would  be  in- 
creased, so  as  to  add  two  more  lower  grades.  I  can  not  say  whether 
that  would  increase  trading,  but  it  would  be  very  unfortunate  because 
it  would  weaken  your  contract.  Any  suggestion  which  weakens  this 
contract  I  think  would  be  a  mistake,  because  you  would  have  great 
difficulty  in  justifying  it  at  some  future  time. 

The  Chairman.  I  would  Uke  to  see  if  I  can  get  this.  I  don't 
think  I  can,  but  I  am  going  to  try  to.  We  know  that  in  a  trade  the 
nearer  you  can  keep  tne  conditions  under  which  a  buyer  and  seller 
operate  equal  to  both  of  them  the  more  satisfaction  you  are  going 
to  have  in  trading,  rather  than  if  you  give  either  a  buyer  or  seller 
an  undue  advantage  in  a  given  situation,  that  is,  if  you  give  either 
an  advantage  you  are  going  to  get  the  whole  atmosphere  in  which 
they  do  business  out  of  plumb.  Of  course  that  is  true,  and  here  is 
my  question. 

Under  this  present  law,  and  the  contracts  made  imder  section  5 
thereof,  is  not  there  an  edge  in  the  law  in  favor  of  the  seller,  in  the 
fact  that  he  has  so  wide  a  choice  of  selection  of  grades  to  make 

delivery? 

Mr.  McFadden.  Of  course  the  seller  is  the  producer. 

The  Chairman.  Oh,  no;  not  in  future  contracts. 

Mr.  McFadden.  No;  but  the  first  seller  is  the  producer.  Now, 
you  have  to  find  a  market  for  this  cotton.  So  in  the  last  analysis  it 
comes  right  back  to  him. 

The  C&AiRMAN.  Well,  does  it? 

Mr.  McFadden.  Certainly. 

The  Chairman.  You  and  I  talk  facilely  about  future  contracts, 
and  spot  sales.  Part  of  the  time  I  follow  you,  sometimes  I  do  not, 
because  my  mind  is  not  as  facile  as  yours  on  cotton;  but  when  the 
farmer  sells  cotton  he  does  not  use  a  future  contract,  he  sells  spot. 
But  you  are  dealing  with  a  future  contract. 

Mr.  McFadden.  And  whatever  my  facilities  are,  it  comes  right 
back  on  the  farmer. 

The  Chairman.  Well,  does  it? 

Mr.  McFadden.  Well,  certainly,  sure.  Everything  I  buy  I  must 
hedge  automatically  or  I  won't  live  long.  The  liistory  of  the  cotton 
business  shows  that  the  survival  of  us  cotton  merchants  is  usually  a 
matter  of  twenty  years.  The  reason  for  that  is  that  sooner  or  later 
we  get  tempted. 

The  Chairman.  And  so  now  your  answer  is — and  I  think  this  is 
very  important,  just  how  you  answer  it — your  answer  is  that  if  there 
exists  an  advantage  in  the  future  contract  as  provided  for  under 
section  5  of  the  present  law,  if  there  is  an  advantage  there  to  the 
seller,  dealing  in  a  future  contract,  it  reacts  to  the  advantage  of  the 
farmer  who  sells  spot? 

Mr.  McFadden.  I  will  answer  that  in  another  way. 
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your  question  but  I  have 


The  Chairman.  I  wish  you  would  answer  it. 

Mr.  McFadden.  I  will  answer  it  in  a  concrete  way.  The  contract 
was  strengthened,  the  Lever  contract  was  drafted  with  a  view  of 
protecting  the  producer,  as  a  result  of  continuous  agitation.  I 
think  It  has  done  that.  If  there  is  Any  modification  of  that  contract 
in  any  way,  shape  or  form,  I  think  it  would  be  very  unfortunate' 
particularly  at  the  present  time  I  think  it  would  weaken  that  contract 
which  would  be  very  unfortunate. 

I  also  repeat  that  it  would  be  very  unwise  to  straighten  [strengthen] 
it  for  the  reason  that  you  can  carry  anything  too  far.  These  things, 
}^^nV^  1  ^^^  analysis,  come  down  to  common  sense.  You  may 
kill  the  dog,  or  may  kill  the  goose  that  lays  the  golden  egg. 

I  don't  Imow  whether  I  have  answered  your  question 
tried  sincerely  to  answer  it. 

The  Chairman.  Do  you  intend  your  answer  to  embody  practically 
this  idea— because  I  do  want  an  answer  to  that  question,  and  I 
would  like  to  have  it  yes  or  not • 

Mr.  McFadden.  No;  I  am  not  going  to  evade  it. 

The  Chairman.  Not  at  all,  but  let  us  see  if  you  can  answer  this. 

Mr.  McFadden.  I  will  try  to. 

The  Chairman.  Under  the  present  procedure,  as  to  future  trading, 
under  section  5,  if  there  is  an  advantage  acruing  to  the  seller  bv 
reason -^ 

Mr.  McFadden  (interrupting).  May  I  ask  who  is  the  seller? 
The  Chairman.  I  am  talking  now  of  the  man  dealing  in  a  future 
contract. 

Mr.  McFadden.  I  am  the  seller  or  the  merchant  is  the  seller. 

The  Chairman.  All  right.  If  there  is  an  advantage  commg  to 
him  by  reason  of  the  fact  that  he  has  the  selection  of  ten  grades  in 
making  delivery,  if  that  is  an  advantage  now  to  him  does  that  advant- 
age accrue  to  the  farm  producer,  the  cotton  grower,  who  is  not 
dealing  in  futures? 

Mr.  McFadden.  Unquestionably  so,  because  the  extent  to  which 
you  limit  your  contract,  to  that  extent  do  you  throw  out  a  percentage 
of  this  production  or  defranchise,  if  vou  want  to,  and  put  it  down  to 
where  there  is  no  official  quotation  for  it,  and  it  is  put  out  [of  line?] 
in  price,  that  is  a  great  complaint. 

Doctor  Stevens.  Would  it  be  of  any  advantage  to  the  farmer  to 
increase  the  number  of  deliverable  grades? 

Mr.  McFadden.  No;  I  think  you  had  better  ask  that  question  of 
the  manufacturers  here.  They  can  answer  that  question  better  than 
I  can.  What  they  call  good  merchant[able]  cotton,  it  is  generally 
considered,  the  reports  sliow  thatr— the  reports  of  1907— and  other 
investigations  of  that  kind— that  cotton  from  strict,  good  middlin*' 
down  to  whatever  the  lowest  grade  that  is  deliverable  is,  low  middling 
perhaps,  is  about  as  wide  as  it  should  be.  Suppose  we  had  a  14- 
million-bales  year.  When  you  have  a  big  crop  year  you  have  a  very 
lar^e  supply  of  low  grade  cotton,  and  that  cotton  could  formerly  bo 
delivered  on  contract,  and  now  that  is  not  permitted— and  I  think 
wisely.  But  where  you  have  a  very  large  quantity  of  low  middling, 
such  as  this  year,  if  you  prevent  that  cotton  from  being  delivered  on 
contract  it  would  be  a  great  hardship  to  the  farmer. 

Doctor  Stevens.  Aie  you  under  the  impression  that  if  southern 
warehouse  delivery  was  put  into  eflFect,  that  it  would  require  any 
legislation  to  do  it? 


Mr.  McFadden.  That  is  a  legal  question  that  I  can  not  answer. 
You  ought  to  ask  somebody  else  that  question. 

Doctor  Stevens.  Would  your  attitude  be  in  any  way  affected  by 
the  question  of  whether  it  was  necessary  to  use  legislation  or  whether 
this  contract  could  be  put  into  effect  or,  rather,  whether  southern 
warehouse  delivery  could  be  put  into  effect  by  the  New  York  Cotton 
Exchange  without  any  legislation? 

Mr.  McFadden.   May  I  speak  to  Mr.  Cone  a  minute? 

The  Chairman.   Mr.  McFadden's  time  has  expired. 

Mr.  McFadden.  I  think  you  had  better  ask  Mr.  Cone  that  ques- 
tion, because  he  can  answer  better  than  I  can.  There  are  ver\-  grave 
legal  objections  to  the  suggestion,  as  I  understand  it,  but  I  am  not 
qualified  to  answer  the  question. 

The  Chairman.  Yom  time  has  expired  and  we  thank  you.  Are 
there  some  of  the  gentlemen  here  now  from  the  cooperative  associa- 
tions who  were  not  here  when  this  meeting  convened  ? 

Mr.  Howard.  I  have  come  in  since  the  meeting  opened. 

The  Chairman.  We  will  be  glad  to  hear  you,  Mr.  Howard. 

STATEMEITT  OF  MR.  WILLIAM  M.  HOWARD,  EEPEESEKTIHG 

THE  AUGUSTA  COTTON  EXCHANGE 

Mr.  Howard.  Mr.  Chairman  and  gentlemen,  in  the  consideration 
of  any  one  of  the  three  questions  that  nave  propounded,  it  inight  help 
matters  if  we  recur  a  little  bit  to  some  of  the  primary  principles  that 
underlie  these  questions. 

You  can  not  consider  the  economic  principles  referring  to  the  com- 
modity of  cotton  any  differently  from  those  affecting  any  other  com- 
modity that  is  of  world  wide  consumption  and  where  the  production 
of  it  is  greater  in  any  given  country  than  that  country's  power  to 
absorb  its  own  production. 

In  the  case  oi  cotton,  in  any  normal  crop  year,  the  United  States 
has  produced  twice  as  much  at  least  as  it  nas  been  able  to  consume 
for  its  own  population.  That,  as  a  fact,  has  been  so  long  a  fact  that 
the  balance  oi  the  cotton-consuming  world  not  only  comes  to  recog- 
nize it  as  a  fact,  but  counts  on  it  as  a  fact  and  to  order  its  own  eco- 
nomical conditions  in  relation  to  cotton  with  a  view  to  that  fact. 

We  are  therefore  not  at  liberty  in  dealing  with  the  principles  that 
imderlie  cotton  production,  cotton  distribution,  to  rely  solely  on 
domestic  conditions,  but  must  take  into  account  the  entire  cotton-con- 
suming world. 

There  is  to  my  mind  a  certain  amount  of  confusion  growing  out  of 
the  consideration  of  the  sale  of  spot  cotton  as  a  transaction,  a  bai^ain 
and  sale  of  a  given  commodity,  and  the  dealing  in  a  mere  symbol  of 
that  commodity. 

We  have  here  two  conditions;  we  have  the  commodity  itself  and 
the  symbol  of  the  commodity.  For  years  and  years  the  habit  of  deal- 
ing in  the  symbol  was,  by  the  laws  of  the  different  States,  more  or  less 
eitiier  technical  or  dangerous.  The  symbol  being  merely  the  shadow 
of  the  substance,  could  have  no  commercial  or  economic  existence 
except  as  customs  of  trade,  and  tolerated  customs  of  trade,  endowed 
it  with  such  value. 

The  Lever  bill  was  the  first  legitimating  of  this  shadow  of  future 
contracts,  which  was  the  shadow  of  the  substance,  and  converted  it 
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from  a  mere  shadow  of  doubtful  legality  into  a  recognized  legal  sub- 
stance. It  became,  in  other  words,  the  satellite  of  the  thing  itself-— 
cotton  being  the  thing  itself.  But  it  could  have  no  existence  except 
in  relation  to  the  thing  itself. 

It  may  revolve,  as  satellites  usually  do,  around  the  primary  planet 
with  more  or  less  aberration  of  orbit,  more  or  less  understood  and  ex- 
plained by  the  people  who  deal  with  it  and  are  familiar  with  its  opera- 
tion, but  at  least  there  must  be  a  definite  relation  between  the  satellite 
and  its  planet. 

Now,  the  world  was  not  concerned,  the  American  Congress  was  not 
concerned,  with  legislating  substance  into  the  shadow  unless  it  had 
some  advantageous  result  as  to  the  people  who  produced  the  substan- 
tive thing;  and  as  the  result  you  have  the  Lever  bill. 

The  Lever  bill  contemplated  preserving  a  sane  relation  between 
cotton  as  a  substance  and  the  fruit  of  the  labor  of  a  large  portion  of  the 
population  of  our  country  whose  advantage  and  benefit  was  looked  to 
with  pmdence  and  proper  solicitude.  It  was  intended  in  legitimating 
future  contracts  to  maintain  some  substantial  relation  between  the 
two. 

To  whatever  extent  in  actual  practice  the  shadow  outgrows  the 
substance  and  obscures  it,  or  by  a  preponderance  of  influence,  inju- 
riously affected  [affects  it],  to  that  extent  does  the  Lever  bill  in  its 
practical  operation,  or  as  it  is  practiced — I  do  not  say  the  legitimate 
effect  of  the  Lever  bill — to  that  extent  does  it  defeat  its  purpose  and 
bring  the  disaopointment  which  agitates  and  renews  the  identical 
questions  which  are  here  for  consideration  and  under  review. 

It  is  the  part  of  wisdom  and  prudence,  therefore,  to  carry  out  in 
practice,  in  the  utmost  good  faith,  whatever  just  relation  can  be 
maintained  between  the  future  contract  and  the  actual  condition  of 
sale  of  spot  cotton. 

Wlien  you  come  to  look  at  the  two  things  in  that  relation,  it  must 
have  been  clear  to  the  congressional  mind  and  it  must  have  carried 
satisfaction  to  the  farmer  that  there  was  a  benefit  to  be  derived  by 
the  farmer  in  the  legitimate  use  of  future  contracts.  Otherwise  there 
would  have  been  no  quid  pro  quo,  there  would  have  been  no  induce- 
ment by  which  Congress  would  have  acted  in  the  interest  of  one  class 
either  to  no  advantage  or  to  the  possible  disadvantage  of  the  other 
class. 

That  brings  up  the  question  as  to  what  was  in  contemplation  as 
the  possible  Denefits  to  the  farmer  by  legitimating  future  contracts, 
permitting  the  dealing  in  the  shadow'in  its  relation  to  the  substance. 
The  opinion  has  been  expressed  here — and  on  that  subject  I  desire 
to  express  this  opinion — that  legitimately  pursued  there  cannot  be 
otherwise  than  a  benefit  to  the  farmer,  the  producer  of  cotton,  in 
the  legitimate  and  proper  use  of  the  future  contracts,  due  to  the 
fact,  which  finds  its  justification  in  sound  economics,  that  the  cotton 
farmer  of  America  produces  more  cotton  than  America  can  con- 
sume, that  his  surplus  goes  into  the  market  and  consumption  of  the 
world,  and  it  is  not  [now]  out  of  his  power,  therefore,  to  regulate  and 
control  according  to  the  domestic  need  alone  the  price  of  his  oom- 
modity. 

With  world  wide  conditions  changing  as  they  do  in  very  many 
ways,  and  with  the  large  surplus  to  be  disposed  of  out  of  his  own 
country,  the  facihty  with  which  that  may  be  done,  the  certainty 


with  which  that  may  be  done,  becomes  vital  in  its  reaction  on  the 
price  of  the  conmiodity  in  the  farmer's  hands;  and  if  there  are  not 
currents,  and  active  currents,  that  are  globe  circling,  there  will  be 
stagnation.  It  is  a  matter  of  little  consequence  when  we  consider 
the  level  of  the  water  in  the  Great  Lakes  as  to  what  the  currents  are, 
because  the  Great  Lakes  are  circumscribed  by  their  own  territorial 
limits  and  they  are  not  related  to  the  great  ocean  currents.  And 
that  would  be  true  if  cotton  were  produced  in  certain  quantities  in 
the  United  States,  and  the  United  States  could  consume  all  of  its 
own  supply.  But  when  you  produce  more  than  you  can  consume 
you  have  rushed  this  great  commodity  into  the  great  ocean  currents, 
the  globe  currents  of  the  world's  demand  and  consumption  of  this 
particular  product. 

There  must,  therefore,  be  that  stimulation  in  circulation  that  will 
keep  this  market  alive,  and  in  keeping  this  market  ahve  keep  its 
value  within  its  true  relation  to  production  and  consmnption. 

I  think  it  may  be  illustrated  by  a  simple  allusion,  drawn  from  the 
ocean  currents  themselves:  That  if  there  were  no  trading  in  cotton, 
in  cotton  futures,  answerable  to  the  conditions  of  the  world  with 
respect  to  that  commodity,  you  would  have  a  degree  of  stagnation 
that  the  great  oceans  meet  in  the  Sargossa  Sea  at  the  Equator,  where 
all  ocean  currents  cease  and  stagnation  is  the  condition. 

In  that  sense,  then,  speaking  for  this  particular  institution,  the 
Augusta  Cotton  Exchange,  we  unhesitatingly  say  that  a  legitimate 
and  sound  dealing  in  the  futures  contracts,  such  as  is  contemplated 
and  provided  for  here,  stimulates,  and  beneficially  stimulates  the 
activity  of  the  cotton  market.  , 

Another  matter  is  to  be  taken  into  account.  It  grows  out  of  the 
nature  of  cotton  itself,  and  it  is  a  commodity  that  when  properly 
t4ixed,  [packed]  baled,  stored,  and  kept  in  good  condition,  may  oe  in 
good  condition  not  only  for  months  but  for  years.  Considenng  the 
agricultural  products,  it  is  not  essentially  a  perishable  product  when 
properly  cared  for,  and  if  it  is  to  be  'paid  [put]  out  into  the  channels 
of  consumption  without  any  stimidation  to  its  flow,  the  consumer 
will  take  it  only  as  he  needs  it,  and  instead  of  having  a  provision,  as 
we  have  in  the  South  and  in  the  West  on  the  farms,  of  com  crib  and 
smoke  house  supply,  you  will  have  the  bad  process  of  the  city.  In 
other  words,  the  factory  will  take  it  only  as  it  needs  it,  and  it  will  be 
left  in  the  hands  of  the  farmer,  to  be  paid  out  as  the  demand  calls 
for  it,  a  hand-to-mouth  proposition.  That  is  possible  because  it  is 
not  a  perishable  commodity  in  and  of  itself. 

Now,  if  that  condition  were  to  arise,  what  would  you  have?  You 
would  have  the  farmer  carrying  the  consequences  oi  a  surplus  com- 
modity beyond  his  own  power  of  consumption  or  the  power  of  his 
country  to  consume,  and  the  consumer  taking  it  at  his  own  price. 
Not  theory  alone,  that  conclusion,  because  the  direct  effect  of  the 
breaking  out  of  the  war  in  1914  was  to  throw  cotton  from  some  12 
or  14  cents  down  to  6  cents  a  pound,  and  for  no  other  reason  except 
that  the  surplus  of  that  crop  could  not  be  disposed  of  beyond  the 
shores  of  the  United  States,  and  the  farmer  had  to  keep  it.  The 
merchants  did  not  want  it.  The  American  factories  understood  that 
they  had  an  unlimited  supply,  and  that  they  could  buy  as  they  saw 
fit  and  not  put  themselves  to  the  expense  or  hazard  of  storing  it  against 
the  day  of  need. 
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That,  I  say,  illustrates  the  effect  of  a  stagnant  market  in  a  com* 
modity  like  this  and  justifies  the  legitimate  use  of  whatever  stimulant 
may  be  derived  from  these  contract  futures. 

Now,  what  would  be  the  legitimate  use  of  the  contract  futures? 
Congress,  in  the  Lever  Act,  has  undertaken  to  fix  that  limitation. 
It  had  put  in  new  provisions  one  five,  and  one  ten.  Ten  seems 
not  to  be  materially  under  attack.  Five  is  a  storm  center.  Ten 
has  not  been  under  attack,  because  it  has  been  unnecessary  that  it 
should  be  so.  Ten  relates  to  specific  contract  of  purchase  and  sale. 
Practically  so,  for  the  reason  that  to  buy  a  hundred  bales  of  a  given 
grade,  or  of  specified  grades,  at  a  given  price,  no  matter  when 
delivery  is  to  be  made,  it  being  an  actual  transaction,  the  relation 
to  future  contracts  to  that  actual  sale  is  an  immaterial  matter. 
Just  as  cotton  is  sold,  practically  the  entire  crop  is  sold,  from  year 
to  year,  at  home  and  abroad,  on  actual  sales  ana  actual  sales  condi- 
tions, and  no  matter  to  what  extent  either  the  merchant  or  the  manu- 
facturer may  avail  himself  of  futures  as  a  matter  of  hedge,  the  actual 
disposition  of  the  actual  cotton  is  on  the  basis  of  actual  sales  as  the 
law  contemplates  actual  sale,  and  is  not  dependent  on  the  future  as  it 
is  related  to  it. 

Notwitlistanding  the  reaction  of  the  future  contract  may  tend  to 
fix  the  price  of  the  actual  sale,  either  to  depress  it  or  advance  it,  they 
are  separate  and  distinct  transactions  and  kept  separate  and  distinct. 

Now  go,  if  you  please,  from  that  to  section  5,  and  what  have  we? 
We  have  there  an  arrangement  that  is  intended  to  vitalize  and  make 
practicable  sales  of  future  contract,  and  that  is  the  gist  of  this  entire 
matter.  It  is  as  to  whether  or  not  provision  of  law  has  been  properly 
carried  out  or  can  be  improved. 

I  see  no  reason  why  any  producer  of  cotton  or  any  consumer  of 
cotton  should  find  any  harm  to  himself  in  the  legitimate  use  of  the 
future  contract.  It  is  nothing  more  than  insurance.  It  is  nothing 
more  than  a  guaranty  or  a  limit  put  on  a  possibility  of  loss.  We 
are  insuring  everything  nowadays.  The  American  people  have  com- 
mitted themselves  to  the  business  of  insurance  against  loss.  We 
insure  lives  and  we  insure  houses;  we  insure  even  the  rents  of 
houses.  Industrial  concerns  are  insuring  themselves  against  liability 
to  their  employees.  In  every  conceivable  way  insurance  is  being 
adopted  and  employed.  You  may  call  it,  in  the  case  of  insurance, 
by  the  old  name,  and  its  ordinary  understanding,  insurance;  but 
cotton  hedging  is,  really,  insuring.  There  is  only  a  difference  in  the 
principle  due  to  the  changing  of  specifications  and  the  different 
conditions  under  which  the  policy  may  mature  and  ripen,  as  is  true 
in  the  two  different  classes.  But  it  is  insurance,  and  used  as  insur- 
ance, and  is  as  legitimate  as  any  other  form  of  insurance,  and  is 
inseparable  from  the  American  spirit  and  the  American  practice, 
with  the  enormous  power  of  production  and  with  the  tendency  to 
do  business  by  both  mdividuals  and  corporations  on  fast  schedules — 

a  scale  so  fast  that  you  may  be  rich  to-day  and  poor  to-morrow 

and  that  hazard  is  to  be  provided  against  by  any  recognized  and 
legitimate  method  that  will  avoid  that  evil. 

So  that  there  is  no  economic  hostility  between  actual  cotton  sales 
and  the  future  contracts.  The  question  that  comes  up,  thereifore,  is 
this:  Is  provision  No.  5  satisfactory  I 


There  are  those  who  sav  that  it  is,  and  there  are  those  who  say 
that  it  is  not;  and  the  problem  here,  invited  by  the  resolution  of  the 
Senate,  is  as  to  whether  after  investigation  any  possible  recommenda- 
tion can  be  made  for  its  alteration  or  change. 

Mr.  Reed  said  a  truthful  thing  when  he  said  that  whatever  got  itself 
crystallized  into  law  by  act  of  Congress  had  back  of  it  the  will  of  the 
great  American  people.  And  when  the  Lever  Act  became  the  law 
of  the  land  you  had  gone  far  and  accomplished  much  and  had  estab- 
lished that  by  the  will  of  the  American  people,  particularly  those 
engaged  in  this  great  industry,  that  was  legitimate  and  that  was 
possible.  Now,  wisdom  suggests  that  you  so  criticize  this  law  and 
so  recommend,  [if  ?]  it  is  necessary  to  recommend,  its  amendment  so  as 
to  save  all  that  can  be  saved  that  is  useftil  and  profitable  and  destroy 
little  in  the  process. 

Two  questions  are  raised  there:  Shall  you  change  the  range  of  the 
classifications  or,  in  addition  to  that,  shall  you  enlarge  the  scope  of 
the  points  of  delivery? 

As  I  remember  the  act  and  the  regulations  of  the  Department ^of 
Agriculture  in  comparison  with  the  act,  it  is  to-day  absolutely  witfiin 
the  power  of  the  Secretary  of  Agriculture  to  enlarge  the  nimiber  of 
places  of  dehvery;  but  if  that  is  not  within  his  power,  it  would  require 
an  amendment  by  an  affirmative  act  of  Congress. 

I  assiune  that  it  is  within  his  power,  because  the  statute  does  not 
limit  the  points  of  delivery  to  New  York  and  to  New  Orleans.  That 
is,  by  regulation  of  the  Secretary;  and  if  the  Secretary  can  designate 
New  York  and  New  Orleans,  the  Secretary  can  enlarge  the  number 
of  places  of  dehvery. 

The  question  is,  is  it  desirable?  Is  it  desirable  even  to  contract 
the  hose  [basis?]  of  classification  or  to  expand  the  base  of  classifica- 
tion? 

First,  as  to  the  basis  of  classification,  that  basis  seems  to  have 
been  arrived  at  out  of  the  wisdom  of  the  people  actually  engaged  in 
the  business  of  marketing  cotton,  and  it  has  been  adopted  as  the 
basis  of  adjustment  of  these  future  contracts.  It  represents,  as  these 
gentlemen  have  said,  this  spread  between  the  extreme  limits  of  mer- 
chantable cotton.  There  is  no  more  reason  why  the  fringes  of  the 
cotton,  whether  above  the  highest  standard  or  below  the  lowest  stand- 
ard, should  not  be  cut  out  of  it,  where  the  tendency  of  the  fringe 
would  be  to  reduce  the  value  of  the  whole,  than  there  is  in  the  sheep 
grower,  who  skirts  his  fleece.  He  skirts  the  fleece  to  rid  it  of  the 
diluting  effect  of  the  belhes,  the  butts,  the  tags,  and  leaves  the  fleece 
to  its  natural  use  as  the  measure  of  its  value.  The  bellies,  butts, 
tags,  the  tinges  of  the  lowest  order,  and  those  highest  qualities  of  the 
cotton  that  are  not  within  this  range  have  their  uses,  but  in  a  hmited 
quantity;  Umited  in  use,  but  nevertheless  have  their  market.  And, 
as  has  been  often  said  in  this  hearing,  it  is  economic  folly  to  bring 
the  price  of  80  per  cent  of  the  merchantable  part  of  the  crop  down 
•to  tne  possible  diminution  of  20  per  cent  represented  by  tne  two 
fringes.  I  shoidd  think,  therefore,  that  the  argrmient  answers  itself. 
These  gentlemen  have  said  that  these  grades  blend  themselves  one 
into  another.  Actually,  no  doubt,  they  do.  It  is  sometimes  found 
in  the  eye  of  the  classifier.  There  are  reasons  for  that.  But  prac- 
tically it  seems  to  have  been  born  of  the  judgment  of  the  practical 
experience  of  the  men  deahng  with  it.     Iherefore  that  question,  as 
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far  as  I  roprosont  the  opinion  of  the  Augusta  Cotton  Exchange,  is 
one  that  ought  not  to  he  modified. 

Now  go  to  the  next  Question,  should  there  be  deHvory  in  other 
plac^  besides  New  York  and  New  Orleans?  We  think*  yes,  and 
we  thmk  It  for  these  reasons.  In  the  first  place,  the  selection  of 
New  York  and  New  Orleans,  quite  properly,  is  arbitrary,  in  the 
sense  that  it  was  withm  the  power  of  the  Department  of  Agriculture 
to  have  done  it  or  not  to  have  done  it.  It  is  perfectly  plain  that  it 
wa«  done  for  different  reasons  with  respect  to  each  locality  The 
selection  of  New  Orleans  might  well  have  been  placed  by  the  De- 
partment of  Agriculture  on  the  ground  that  it  carried  a  large  supply 
of  spot  cotton.  And  for  the  very  opposite  reason,  that  New  York 
did  not  carry  any  very  large  mixed  supply  of  spot  cotton  and  was  not 
even  regarded  as  a  spot  cotton  market. 

So  that  the  conclusion  and  the  choice  of  the  vSecretary  of  Agri- 
culture clearlv  did  not  turn  on  the  same  considerations  as  to  the  two 
points.  But  New  York  is  the  center  of  the  world,  financiaUy,  and 
m  man^  ways,  and  we  are  all  proud  of  it.  I  very  much  c^oubt  if  the 
extremities  of  commercial  American  life  would  have  the  vitality  about 
them  tiiat  would  enable  them  to  engage  in  a  day's  march  in  a  com- 
mercial armv  if  it  was  not  for  the  great  energizing  power  of  the 
ganglia  of  New  York.  But  if  there  was  any  particiilar  virtue  in 
•  j^  .IV.  ^^\  ,^  *  ^P^^  market,  and  if  the  selection  of  it  was 
indicated  by  that  fact,  and  therefore  excluded  the  selection  of  any 
other  places,  why  put  into  the  contract  that  it  could  be  dischanred 
any  contract,  m  New  York?  ^     ' 

Now  that  is  the  life  of  the  contract.  The  power  to  deliver  bodily 
takes  that  contract  out  of  the  region  of  a  purely  gambling  contract 

iT^.^fM*'  ^"  ^^^  ^^^^^  ^^  *  J"^^'  justifiable,  commercial  transaction 

Until  that  provision  was  put  in  that  contract.  Congress  rather 
sought  to  tax  the  principle  out  of  existence,  and  said  it  could  not 
legitimately  exist  If  you  put  into  it  that  it  is  to  be  discharged  or 
mav  be  discharged  in  an  actual  delivery  of  cotton,  now,  if  the  vitality 
of  that  contract  depends  at  last  on  actual  delivery,  why,  as  the  con- 
tract is  as  universal  as  the  American  cotton,  I  mean  United  States 
of  American  cotton,  and  the  contract  goes  in  every  part  of  the 
United  States,  why  isn't  it  just  as  vital  that  that  deliverable  quality 
shall  be  made  m  one  part  of  the  country  as  another,  and  not  m  one 
to  the  exclusion  of  another? 

If  only  the  actual  supply  of  cotton  in  New  York  subject  to  delivery 
on  these  contracts,  and  tiie  potential  supply  of  cotton  in  New  Or- 
leans subject  to  delivery  on  these  contracts,  shall  constitute  the  sup- 
Pt^x  J  r^^^®®"^"'^^!^  medium,  then  the  balance  of  the  cotton  in  the 
'^•^l*®^  .o  ?^^'  ^^r^P*  ^^^^  ^^^^  ^^y  c^"^e  from  Norfolk,  which  is 
within  48  hours  of  the  point  of  delivery,  the  balance  of  the  cotton  in 
the  United  States  is  as  if  it  were  not. 

And  if  it  is  as  if  it  were  not,  then  manifestly  you  have  limited  the 
redeniption  power  of  these  cotton  certificates  to  the  available  sup- 
ply of  actual  cotton  m  New  Orleans  and  New  York. 

Now,  we  have  sometliing  in  our  history  that  will  illustrate  that 
You  remember  when  we  undertook  to  resume  specie  payments  you 
remember  the  gold  and  silver  fight  of  1896,  when  the  qu^tion  of  the 
^eenbacks  in  circulation  was  discussed,  when  the  question  of  gold 
m  circulation,  and  when  the  question  of  bimetalism  was  brought 
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forward,  it  was  argued  and  insisted  that  in  order  to  put  value  into 
these  mere  tokens  of  money  there  should  be  an  actual  coin  and  a 
supply  of  actual  metal  adequate  to  put  life  and  value  into  it. 

Well,  some  of  us  fought  about  that.     But  that  is  another  story. 

I  have  called  to  mind  an  economic  condition.  Now,  my  proposi- 
tion is  that  these  cotton  contracts,  futures,  are  tokens.  They  are 
symbols,  they  are  not  the  actual  cotton,  and  the  value  of  them  is 
to  be  maintained  by  the  proportion  between  them  and  the  actual 
cotton  that  they  represent  as  symbols  and  tokens. 

So  if  we  limit  the  available  supply  of  actual  cotton  for  the  support 
of  these  symbols  and  tokens  to  that  that  may  be  in  New  York,  not 
a  spot  market,  plus  the  available  supply  in  New  Orleans,  you  have 
taken  away  the  metallic  base  of  your  token  of  currency,  with  the 
result  that  you  have  depreciated  it. 

Now,  as  to  the  farmer,  and  when  he  is  helped  and  when  he  is  hurt. 
I  am  old  enough  to  be  able  to  observe  this  with  respect  to  him.  That 
whoever  tells  him  the  plainest  truth,  either  morally  or  economically, 
and  tells  it  to  him  honestly,  unselfishly,  and  without  malice,  is  his 
best  and  greatest  friend,  as  long  as  economic  truth  prevails  and  sways 
the  world. 

You  can  not  have  your  pie  and  eat  it  too.  The  farmer  can  not 
enjoy  a  maximum  price  for  his  commodity  and  le^  every  intermediary 
in  the  process  of  its  use  and  distribution  suffer  the  consequences 
of  the  commercial  or  financial  disadvantage.  He  can  not  expect 
the  tide  to  rise  so  high  on  his  shore  as  to  float  his  bark  and  leave 
every  other  commercial  bark  stranded.  And  whoever  is  unwilling 
to  tell  him  that  is  not  his  friend,  nor  is  he  the  friend  of  any  true 
reform  in  any  substantial  economic  condition. 

I  believe  I  have  consumed  my  time,  and  I  thank  you. 

The  Chairman.  We  thank  you. 

We  will  next  hear  from  Mr.  Ellison. 

Mr.  Ellison.  Thank  you,  Mr.  Chairman,  but  I  believe  I  have 
nothing  to  say  at  this  time. 

The  Chairman.  We  will  hear  from  Mr.  C.  B.  Howard. 

STATEMENT  OF  MR.  C.  B.  HOWARD,  GENERAL  SALES  MANAGER 
OF  THE  AMERICAN  COTTON  GROWERS'  EXCHANGE,  INCOR- 
PORATED, ATLANTA,  GEORGIA 

The  Chairman.  You  have  stated  to  the  reporter  that  you  are 
general  sales  manager  of  the  American  Cotton  Growers'  Exchange 
(Inc.).  Just  what  does  that  comprehend,  sales  manager  of  that 
organization,  what  do  you  do? 

Mr.  Howard.  I  am  the  general  sales  manager  for  12  of  the  States 
which  are  organized  for  cooperative  soiling  of  cotton. 

The  Chairman.  That  is,  producers,  who  are  in  organizations  and 
who  are  united  in  a  cooperative  association  for  the  purpose  of  selling 
cotton,  that  is  the  actual  cotton? 

Mr.  Howard.  The  actual  cotton. 

The  Chairman.  Folks  who  have  use  for  it,  is  that  right  I 

Mr.  Howard.  Yes,  sir. 

The  Chairman.  And  you  are  their  sales  manager? 

Mr.  Howard.  These  12  States  which  are  a  unit  have  an  overhead 
organization,  which  they  call  the  American  Cotton  Growers  Ex- 
change, through  which  tney  all  operate. 
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I  will  sell  cotton  for  North  Carolina  or  Texas  or  Arizona  or  Georria 
and  so  on.  ^    ' 

The  Chairman.  Now,  give  me  an  idea  of  that  because  it  will  help 
nae  a  lot  if  you  will.  You  operate  in  an  office  at  a  desk.  Is  that 
right  ? 

Mr.  Howard.  Yes,  sir. 

The  Chairman.  Do  the  orders  that  come  to  you  come  bv  wire 
usually?     I  am  trying  to  visualize  it.  J  f 

u^f'  J^^^^^^-  ^y  office  being  a  clearing  house  office  for  sales  for 
all  of  these  States,  you  might  say,  and  havmg  salaried  men  in  Liver- 
pool, Bremen,  Havre,  Boston,  Carolina  centers,  and  connections 
with  merchants  or  brokers  m  practically  all  other  cotton  markets  of 
the  world,  great  cotton-buying  centers. 

If  any  cotton  for  Texas  or  for  Georgia  which  is  sold  in  New  England 
or  across  the  water,  goes  through  my  office,  it  is  to  coordinate  the 
seUmg  activities  of  these  12  States,  in  order  that  the  12  States  will,  so 
far  as  it  is  possible  to  avoid  it,  not  compete  with  each  other  in  the  sale 
of  the  cotton  that  is  delivered  them  by  their  membership. 

The  Chairman.  I  am  trving  to  get  at  exactly  what  you  do.  I 
have  a  fair  idea  of  what  the  men  up  in  New  York  do.  They  are 
tradmg  in  symbols,  except  on  delivery  months.  I  know  what  the 
New  Orleans  crowd  does.  Now,  I  am  trying  to  get  just  what  hap- 
pens. You  are  at  the  center  of  the  demand  and  the  supply.  You 
must  get  orders  for  cotton  from  prospective  purchasers.  You  must 
have  knowledge  of  where  cotton  can  be  founa— a  supply  for  sale  Is 
that  right  ? 

Mr.  Howard.  Yes. 

The  Chairman.  I  am  trying  to  figure  out  about  this.     You  are 
sitting  somewhere  at  a  desk  with  a  battery  of  stenographers  and 
agents  m  various  parts  of  the  worid.     Now,  does  that  knowledge  of 
where  cotton  can  be  had,  does  that  information  come  by  wire  or  mail 
or  how  does  it  come  to  you  ?  ' 

^'  ^^^^^-  %  ^^il»  ^y  wire,  bv  telephone,  by  cablegram. 

The  Chairman.  That  is  right.  Now,  you  have  knowledge  as  to 
where  there  is  available  cotton,  and  you  also  get  orders  by  wire  and 
otherwise  for  cotto|i. 

Mr.  Howard.  Exactly. 

The  Chairman.  It  is  your  duty  as  sales  manager  to  bring  buyer 
and  seller  together  at  a  price  and  to  ship  the  actual  cotton  to  the 
purchaser;  is  that  right? 

Mr.  Howard.  Precisely. 

The  Chairman.  In  your  office  do  you  have  a  tab  or  a  blackboard 
or  something  which  shows  you  what  the  future  market  is  doing? 

Mr.  Howard.  I  have  a  ticker. 

The  Chairman.  And  you  watch  that  market? 

Mr.  Howard.  Very  closely. 

The  Chairman.  Do  you  go  on  the  market  and  hedge! 

Mr.  Howard.  No. 

The  Chairman.  Do  you  deal  in  future  contracts  at  all? 

Mr.  Howard.  No,  sir. 

The  Chairman.  So  when  you  are  talking  about  sales  of  cotton, 
you  are  talking  sales  of  the  actual  stuff. 

Mr.  Howard.  I  am  talking  about  the  bales  from  the  farmers' 
wagons,  the  farmer  who  is  our  member,  and  selling  it  to  a  cotton 
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merchant  here  or  a  southern  mill  or  a  buyer  in  New  England  or  across 
the  water. 

This  hearing,  Mr.  Chairman,  while  there  were  three  main  points 
on  the  agenda,  I  understand  it  to  be  a  very  broad  one. 

The  Chairman.  Oh,  yes;  you  do  not  have  to  confine  yourself  to 
those  points. 

Mr.  Howard.  And  the  object  is  really  to  do  something  for  the 
improvement  of  the  cotton  trade,  which  is  a  very  broad  subject. 

Incidentally,  I  have  been  a  cotton  merchant  all  my  Ufe.  I  have 
been  a  member  of  the  New  Orleans,  New  York,  and  Liverpool  ex- 
changes, and  am  familiar  with  all  these  questions  that  have  been 
brought  up  here,  which  have  been  before  the  Congress  and  the  cotton 
trade  for  many  years. 

I  am  in  favor  of  a  very,  broad  market.  Cotton  is  a  world's  com- 
modity. American  cotton'is  sold  not  only  here  but  in  China,  Japan, 
and  everywhere. 

I  am  inclined  to  favor  delivery  of  cotton  at  southern  points,  against 
contracts,  New  York  or  New  Orleans  contracts.  I  favor  the  present 
grades,  which  are  deliverable  upon  contracts,  and  am  inclmed  to 
favor  that  remaining  without  any  change. 

I  am  also  inclined  to  favor  the  present  method  of  reaching  differ- 
ences between  grades,  which  is  now  in  effect  as  applying  to  New  York 
contract  deliveries. 

In  the  matter,  first,  of  southern  deliveries,  it  has  been  stated  here 
that  that  would  give  an  opportunity^  of  depressing  the  market  and 
would  result  in  so  little  busmess  that  it  would  close  up  the  New  York 
Exchange.  Well  I  think  that  is  a  great  exaggeration.  I  am  not  look- 
ing at  8iis  thing  at  all  from  any  selfish  viewpoint  as  it  affects  the 
New  York  Exchange  or  the  New  Orleans  Exchange,  but  as  the  broad 
idea  of  the  point  of  view  to  the  cotton  trade  as  a  wnole,  the  producers, 
merchants,  and  the  spinners;  and  I  think  that  a  broad  and  a  free 
market  is  advantageous  to  all. 

As  a  representative  of  the  cotton  growers,  if  I  thought  that  delivery 
in  the  South  would  depress  the  market,  I  would  be  inclined  naturally 
to  oppose  it.  I  do  not  see  that  it  has  put  the  New  Orleans  market 
out  of  business.  Cotton  on  New  Orleans  contract  is  deliverable  at 
.  New  Orleans,  which  is  a  southern  point,  which  is  a  funnel  through 
which  cotton  flows,  and  they  generally  have  there,  as  stated  yesterday, 
several  hundred  thousand  bales  of  cotton  in  store,  and  if  cotton  is 
sold  for  future  delivery  on  the  New  Orleans  contract,  it  would  be  a 
very  easy  matter  to  tender  all  the  cotton  on  contracts  in  New  Orleans 
that  anybody  wished  to  tender. 

If  the  same  were  apphed  to  the  New  York  Exchange  I  don't  think 
it  would  have  any  special  effect  more  than  is  now  the  case  in  New 
Orleans. 

I  would  make  cotton  deUverable  on  New  York  contract  in  New 
Orleans,  the  same  as  is  done  on  New  Orleans  contracts  now,  make  it 
deUverable  in  Houston  or  Dallas  for  the  West,  in  Memphis  and  St. 
Louis  for  the  central  belt,  and  in  Savannah  and  Atlanta  for  the  eastern 
belt.  At  the  present  time,  deUvered  in  New  York,  it  to  a  certain 
extent  is  an  artificial  contract.  Everyone  knows,  as  a  matter  of 
fact,  that  New  York  is  not  a  spot  market.  It  was  formerly,  when 
there  were  no  mills  in  the  South,  for  eastern  mills  and  foreign  mills, 
and  New  York  was  the  financial  center,  and  there  was  no  money  in 
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the  South  to  carry  cotton.     Cotton  was  then  shipped  to  New  York 
and  sold  from  there  to  New  England  mills. 

Changed  conditions  have  changed  that  and  now  New  York  is  not 
a  spot  cotton  market.  Cotton  sold  to  New  England  mills  is  shipped 
direct  from  southern  points.  Cotton  sold  to  England  and  the  Con- 
tinent is  sliipped  direct  from  southern  points,  except  more  or  less  that 
f)es  by  New  York;  but  most  of  the  cotton  that  goas  into  store  into 
ew  York  is  forced  there  to  protect  the  contract  market,  and  in  nearly 
all  cases  it  is  forced  there  at  a  loss  to  the  seller. 

It  is,  as  I  say,  an  artificial  contract  under  present  conditions.  Take 
October  just  past.  There  were  only  two  hundred  bales  of  certificated 
cotton  in  the  New  York  warehouse.  Anyone  who  desired  to  do  so 
could  have  squeezed  October  to  unknown  heidits,  except  for  possibly 
a  small  amount  of  cotton  that  could  have  i;^acned  there  from  a  limited 
territory. 

But  it  was  stated  here  yesterday  that  years  ago  Brown  and  TTa^'ne 
took  up  800,000  bales  in  New  York.  I  gave  them  some  of  it.  But 
it  was  an  artificial  tiling.  I  made  money  on  it.  I  bought  the  cotton 
in  the  South  and  rushed  it  up  there  by  special  train  and  steamer. 
I  have  delivered  cotton  on  New  York  contracts,  I  have  taken  it  up 
there,  I  have  taken  it  up  there  on  New  Orleans  contracts.  But 
whenever  I  did  it  was  an  abnormal  situation,  and  we  wish  to  get 
away  from  abnormalities  in  the  cotton  business  as  far  as  possible. 

The  Chairman.  Your  idea  is  that  that  would  add  to  an  artificial 
condition,  because  that  is  not  a  perfectly  natural  condition  in  New 
York,  New  York  does  not  grade  any  cotton,  the  mills  are  not  there; 
about  all  that  New  York  has  for  cotton  is  it  has  got  available  money, 
modified  by  the  proximity  of  Norfolk,  Viipnia.     [Laughter.] 

Mr.  Howard.  I  beheve  Mr.  Hogan  saia  yesterday  that  if  the  men 
knew  much  about  cotton,  they  would  all  be  in  the  cotton  business. 
I  presume  he  meant  at  Norfolk. 

The  cotton-future  contract,  as  I  see  it,  is  essentially  a  merchant's 
contract.  It  was  never  intended  and  should  not  be  intended  and 
never  will  be  a  spinner's  contract.  It  is  for  hedge  purposes,  and  I 
scarcely  see  at  the  present  time,  the  way  cotton  business  and  spinning 
business  has  developed  in  all  these  veers,  how  the  cotton  trade 
generally  could  get  along  without  the  insurance  and  safety  of  the. 
cotton-contracts  market. 

I  scarcely  see  how  a  spinner  who  sells  his  goods  for  three  and  six 
months  ahead  and  wishes  to  buy  cotton  to  cover  could  buy  that 
cotton  from  a  merchant,  unless  the  merchant  had  protection  through 
his  hedges,  which  requires  a  contract  market. 

It  must  be  a  merchant's  contract  for  merchants  to  hedge  it.  A 
spinner  can  never  get  the  delivery  in  a  market  of  that  kind  of  the 
particular  cotton  he  needs  to  make  a  certain  quality  of  goods.  He 
must  have  cotton  of  not  only  a  certain  grade 

The  Chairman.  Why  could  he  not  do  all  that  under  section  10? 

Mr.  Howard.  Because  that  will  never  be  used.  He  could  do  it  if 
anybody  would  sell  it  to  him;  but  instead  of  selling  him  for  delivery 
under  section  10,  delivered  in  New  York,  a  spinner  would  buy  it 
direct  from  a  merchant  in  New  Hampshire  or  Lowell,  Mass.,  or  Fall 
River,  and  get  it  cheaper  than  he  woiud  going  through  the  expense  of 
New  York  certification  and  extra  freight  to  New  York  and  extra 
freight  out. 


But  if  the  contract  were  narrowed  too  much  it  would  do  away 
with  its  value  for  hedge  purposes,  and  that  is  its  essential  quality. 

The  Chairman.  A  hedge  is  insurance.  Who  furnishes  the  money 
for  the  insurance? 

That  is  a  rather  loose  use  of  the  word  insurance,  when  you  talk 
about  hedges,  but  everybody  uses  it,  so  let  us  find  out.  You  evi- 
dently believe  it  is  insurance.  Now,  who  furnishes  the  money  to 
pay  losses — the  sucker? 

Mr.  Howard.  There  is  a  very  narrow  margin  of  difference  at  times 
between  a  speculator  and  an  investor.  A  man  goes  out  in  a  real 
estate  development  and  buys  a  lot  of  vacant  property,  expecting  the 
town  to  builci  out  that  way,  and  he  holds  it  and  he  may  make  a  Targe 
profit,  or  he  may  have  a  loss.  He  is  an  investor,  and  he  is  also  a 
speculator. 

A  man  may,  take  [taking]  the  supply  of  raw  cotton,  and  the  supply 
of  manufactured  goods,  the  state  of  the  world  trade  and  its  buying 
power,  that  [think]  cotton  is  worth  more  than  the  price  at  which  it  is 
selling,  and  he  buys  cotton.  In  the  South  they  frequently  buy  spot 
cotton  and  store  it.     Others,  in  other  places,  will  buy  contracts. 

Well,  that  is  speculation  or  investment,  as  you  choose  to  call  it. 
He  may  make  a  profit  and  he  may  make  a  loss.  But  the  hedge  busi- 
ness is  naturally  a  very  technical  and  complicated  one.  It  is  not  an 
absolute  insurance  for  a  hundred  per  cent. 

The  Chairman.  It  is  not? 

Mr.  Howard.  Your  insurance  company  does  not  insure  your 
house  for  100  per  cent,  either,  but  only  about  75  per  cent,  I  tfiink. 
The  insurance  company  takes  that  much  insurance  on  your  house  and 
you  have  to  carry  the  other  25  per  cent.  But  there  will  be  a  merchant 
selling  cotton  to  a  mill  and  he  buys  hedges  as  a  protection.  WeU, 
there  are  speculative  buyers  and  sellers.  I  think  speculation  is  a 
good  thing  in  the  cotton  market. 

The  Chairman.  Do  you  ? 

Mr.  Howard.  Yes. 

The  Chairman.  You  think  it  is  a  good  thing  for  the  Nation? 

Mr.  Howard.  Yes;  because,  in  my  opinion,  it  acts  as  a  stabilizer 

The  Chairman.  Wbat  does  it  do  to  those  who  get  into  Mr.  How- 
ard's Sargossa  Sea  and  kick  up  the  water  in  order  to  create  a  current? 
What  does  it  do  to  the  crowd  that  gets  into  the  cotton  market  and 
knows  nothing  about  cotton  conditions  and  who  are  gambling  in  the 
cotton  market? 

Mr.  Howard.  That  is  largely  a  temporary  condition. 

The  Chairman.  That  is,  you  mean  as  long  as  they  last.  [Laugh- 
ter.] 

Mr.  Howard.  Still  these  particular  things  make  quite  a  splash 
temporarily;  but  I  am  looking  at  it  in  a  oroader  way  than  that. 
Cotton  is  a  world  commodity,  and  while  America  grows  ten  million 
bales  the  balance  of  the  world  grows  about  as  much. 

The  Chairman.  Is  that  true? 

Mr.  Howard.  Well,  scarcely  that  much. 

Mr.  Glenny.  Pretty  nearly  that. 

The  Chairman.  The  rest  of  the  world  equals  us? 

Mr.  Howard.  Pretty  nearly.  Speculation  looks  ahead,  beyond 
the  immediate  present.  They  study  the  trend  of  things.  Specula- 
tion right  now  is  engaged  in  putting  [cotton]  up  to  what  the  specula- 
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tors  and  I  think  is  nearer  its  proper  value  under  the  present  condi- 
tions of  the  small  amount  of  cotton  and  the  small  amount  of  manu- 
factured goods  and  prospective  demand  for  cotton  goods  through  the 
present  great  buying  power  of  the  world. 

The  mills  at  present  can  not  sell  their  output  and  make  a  profit  at 
the  present  price  of  cotton.  But,  in  my  opmion,  the  price  of  goods 
will  have  to  advance,  because  cotton  is  somg  up  anyhow  because  of 
these  conditions.  The  mills  won't  buy  the  cotton  now  because  they 
can  not  spin  it  into  goods  at  a  profit.  Speculation  is  looking  ahead 
and  sees  what  is  coming,  and  they  are  buying  cotton,  anticipating 
that  later  on  the  price  of  goods  will  go  up  and  cotton  will  bring  a 
higher  price. 

On  the  other  hand,  with  a  larger  crop,  speculation  will  look  ahead 
and  see  that  there  is  too  much  cotton,  that  cotton  is  selling  too  high 
for  the  world  demand  and  the  requirements,  and  they  will  sell  it 
down. 

The  Chairman.  It  does  not  look  so  good,  then,  does  it? 

Mr.  Howard.  It  does  not  look  so  good,  then;  but  it  will  go  down 
eventually  anyway,  because  supply  and  demand  are  going  to  fix  a 
price  sooner  or  later. 

Well,  now,  it  seems  to  me  that  the  sooner  we  get  to  a  proper  level 
in  price  the  better  for  all  concerned. 

The  Chairman.  So  that  you  really  believe  that  the  future  contract, 
with  the  aid  of  those  who  are  buying  and  seUing,  with  some  intention 
to  deliver,  and  then  the  great  horde  of  folks  who  come  in  with  no 
intention  to  dehver  or  receive  anything — you  think,  taking  them  all 
together,  they  do  tend  to  stabilize  the  cotton  market? 

Mr.  Howard.  I  do. 

The  Chairman.  Of  course  they  have  not  done  very  much  stabiliz- 
ing in  the  last  three  or  four  vears. 

Mr.  Howard.  We  have  had  an  abnormal  condition  for  several 

years. 

The  Chairman.  That  is  the  way  that  the  California  climate  acts. 
It  is  always  abnormal.     [Laughter.] 

Mr.  Howard.  For  the  past  three  years,  including  this  year,  the 
growth  of  cotton  in  the  South  has  averaged  about  nme  ana  one-half 
million  bales,  and  the  world  has  consumed  about  twelve  and  one-half 
million  bales  of  American  cotton.  We  have  been  running  on  our 
accumulated  surplus.     Therefore,  we  have  had  an  abnormal  condition. 

The  Chairman.  What  do  you  figure  the  present  carry  over  to 
be — two  million  bales? 

Mr.  Howard.  All  I  can  do  is  take  the  Government  and  other 
authorities,  and  they  give  about  two  and  one-half  million  bales  of 
American  cotton  carried  over  on  the  first  of  August.  We  are  running 
into  an  absolute  famine  next  fall,  next  summer  and  fall,  and  the 
price  of  cotton  and  cotton  goods  must  go  to  a  figure  which  will  cur- 
tail the  consumption  of  cotton  goods  and  cotton  within  the  available 
limits  of  supply.  Now,  what  that  price  is,  is  a  matter  of  personal 
opinion. 

The  Chairman.  But  it  ought  not  to  be  away  down  below  what  it 

is  next  August,  ought  it? 

Mr.  Howard.  I  think  it  will  be  higher  than  it  is  now.  Maybe 
not  next  August,  because  that  will  be  affected  by  the  acreage  put 
in  for  the  next  crop. 
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The  Chairman.  And  just  how  active  our  friend  the  boll  weevil  is, 
and  a  few  other  things. 

Mr.  Howard.  Well,  the  weevil  is  a  hard  customer;  it  takes  a 
hammer  and  anvil  to  put  him  out  of  business.  He  has  eaten  up 
things  in  my  State — Georgia — in  south  Georgia  particularly. 

The  Chairman.  But  if  a  year  from  pow  I  should  be  in  the  land  of 
the  living,  and  you  should,  and  vou  should  stand  in  front  of  me  and 
go  over  the  cotton  situation  with  me,  and  if  the  price  of  cotton  had 
gone  away  down  a  year  from  now,  had  fluctuated  violently  down, 
then  would  you  say  to  me  at  that  moment  that  future  trading  sta- 
bilized the  market?  You  would  not.  You  would  say  that  there  was 
some  other  element  in  there  besides  future  trading. 

Mr.  Howard.  Understand  me,  Mr.  Chairman,  the  chief  object  of 
a  future  market  is  for  hedge  purposes.  The  speculation  is  incidental. 
That  comes  in,  but  the  chief  object  is  for  hedge  ourposes. 

The  Chairman.  And    the    speculator    furnishes    the    insurance 

function  ? 

Mr.  Howard.  He  broadens  the  market  and  helps  to  furnish  insur- 
ance, and  maybe  pay  some  of  the  losses.  I  think  they  do,  because 
I  have  been  in  the  cotton  business  a  long  time,  and  I  have  seen  very 
few  speculators,  whether  they  were  bears  or  bulls,  who  in  the  course 
of  a  period  of  years  did  not  hit  the  ceihng. 

The  Chairman.  I  think  it  was  Mr.  McFadden  that  gave  them  a 
butterfly  existence  of  20  years. 

Mr.  Howard.  He  was  putting  it  too  long  for  speculators.  And, 
right  there,  neither  the  speculator  nor  the  cotton  merchant  who 
hedges  expects  to  take  up  that  cotton.  He  does  not  want  the  cotton. 
The  man  who  seUs  a  hedge  does  not  expect  to  deliver  it.  The  man 
who  buys  a  hedge  does  not  expect  to  demand  the  cotton.  He  expects 
to  buy  or  sell  back  that  contract  when  he  disposes  of  his  cotton  to  a 
spinner  or  other  buyer.     It  is  an  ad  interim  thing  with  him. 

As  said  yesterday,  these  exchanges  are  onlv  great  world  marts  and 
clearing  houses,  and  it  recjuires  only  a  small  amount  of  cotton  de- 
Uvered  to  clear  all  this  business  that  is  done. 

Now,  I  think  it  would  make  a  safer  market,  safer  contracts,  if  on 
these  future  contracts  the  cotton  could  be  delivered  at  a  certain 
number  of  points  in  the  South.  It  would  prevent  the  present  possi- 
bility of  squeezes  in  New  York,  because  of  the  conditions  as  they 
now  exist,  cotton  having  to  be  forced  there  at  a  loss  to  the  seller  to 
deliver  against  his  contract,  and  I  don't  think  it  would  have  a  depress- 
ing effect,  because  we  have  the  same  condition  in  the  northern 
markets  now,  which  does  not  apparently  depress  the  New  Orleans 
contract  market. 

With  regard  to  the  grades  tenderable.  I  remember  years  ago, 
when  very  low  grades  were  delivered  and  the  price  of  contracts  was 
depressed  because  a  small  amount,  only  a  few  thousand  bales,  say, 
of  these  abnormal  low  grades,  which  were  marketable  only  when 
you  would  find  a  buyer,  and  no  ready  market,  the  price  of  the  con- 
tract was  based  on  that  small  amount  of  low.  grade.  Now,  say,  with 
low  middling  as  the  lowest  grade  (white),  we  have  arranged  to  take 
in  the  great  majority  of  cotton  produced,  and  if  a  buyer  has  to  accept 
cotton  on  a  contract  he  gets  something  that  is  readily  marketable 
and  he  is  not  afraid  to  take  up  the  cotton.  He  does  not  run  from  it 
and  sell  out  in  the  contract  market,  because  of  his  fear  that  he  will 
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get  these  low  grades,  for  which  there  is  very  little  demand;  and 
naturally  if  anybody  is  delivering  cotton  on  contract  he  will  deUver 
the  cotton  for  whicn  they  have  tne  smallest  demand. 

I  think  that  the  grades  deliverable  should  remain  practically  as 
they  are.  In  the  matter  of  differences,  there  has  been  a  great  change 
for  the  better  in  that.  - 1  can  remember,  with  all  due  respect  to  the 
New  York  men  who  happen  to*be  here,  when  New  York  hxed  diflPer- 
ences  at  long  intervals  which  did  not  in  any  respect  represent  the 
current  trade  differences  between  grades,  and  this  resulted  in  some 
extreme  manipulation  in  New  York  on  the  contracts  and  on  grades. 

The  present  system  of  taking  the  average  between  grades  of  ten 
actual  spot  markets  appears  to  me  to  be  as  near  an  ideal  method  as  I 
can  think  of. 

The  Chairman.  Better  than  five? 

Mr.  Howard.  Better  than  five.     Five  is  too  small.     I  prefer  ten. 

The  Chairman.  It  works  better,  you  think? 

Mr.  Howard.  The  larger  the  number  the  nearer  you  get  the  proper 
difference  between  gi*ades.  All  these  grades  are  sola  outsiae  the 
South.  They  are  sold  to  New  England  and  sold  across  the  water,  and 
while  certain  grades,  say  in  the  eastern  belt,  and  the  Carolinas, 
where  there  are  a  lot  of  mills,  might  possibly  be  a  little  narrower,  than 
they  are  in  the  West,  where  the  demand  is  chiefly  for  export,  or  the 
East,  you  get  a  very  nearly  correct  average  by  taking  ten  points. 
And,  incidentally,  I  think  the  New  Orleans  method  should  be  changed. 
I  do  not  think  New  Orleans  should  on  their  contracts  take  the  diner- 
ences  that  are  existing  only  in  New  Orleans  and  be  a  law  to  themselves. 

The  Chairman.  Mr.  Howard,  you  may  not  know  this,  but  you 
may  know  it,  and  if  you  do  I  wish  you  would  tell  us  about  it.  Is 
delivery  in  fulfillment  of  a  future  contract  in  New  York  City  cotton 
on  doct,  cotton  on  car,  or  cotton  in  warehouse,  where  is  the  defivery 
there? 

Mr.  Howard.  In  warehouse. 

The  Chairman.  It  has  to  be  there,  does  it? 

Mr.  Howard.  Before  it  is  delivered  it  must  go  into  warehouse  or 
be  weighed  or  sampled  or  passed  by  the  classification  committee  and 
certificated. 

The  Chairman.  That  is  New  York. 

Mr.  Howard.  Yes,  sir. 

The  Chairman.  Have  you  any  idea  what  the  warehouse  capacity 
of  New  York  City  is  for  cotton? 

Mr.  Howard.  No.  I  do  remember  that  one  year  I  wished  to 
ship  cotton  for  delivery  on  New  York  contracts.  I  didn't  own  it, 
but  it  was  being  squeezed,  and  I  could  get  cotton  and  could  ship  it 
on  a  profit,  and  I  know  I  could  not  get  warehouse  room  in  New  York 
to  ship  my  cotton  to.     So  I  could  not  ship  it. 

A  VOICE.  What  year  was  that? 

Mr.  Howard.  I  am  not  sure  what  year. 

Mr.  Cahill.  WiU  you  put  that  question  to  me  when  I  speak? 

The  Chairman.  Yes. 

Mr,  Howard.  At  that  time  there  were  engaged  in  New  York — 
you  see  these  warehouses  have  to  be  licensed  by  the  exchange 

The  Chairman.  Public  warehouses? 

Mr.  Howard.  Well,  they  have  to  be  licensed  by  the  exchange. 
You  can  not  deliver  cotton  to  any  old  warehouse;  it  must  be  one 


Hcensed  by  the  exchange.  They  were  engaged  in  finding  other 
warehouses  and  licensing  them,  and  possibly  by  the  end  of  the  month 
they  had  sufficient  room,  but  it  takes  time  to  ship  cotton  from  the 
South,  and  I  could  not  ship  it  unless  I  knew  I  would  have  a  place  for 
it  when  it  got  there. 

The  Chairman.  In  your  cooperative  organization,  how  many 
actual  producers  are  there  represented? 

Mr.  Howard.  Mr.  Moser,  I  think,  can  tell. 

Mr.  MosER.  Between  225  and  230  thousand  growers  under  con- 
tract to  deliver  their  cotton  to  the  association. 

The  Chairman.  Now,  Mr.  Howard,  do  you  think  those  230  thou- 
sand growers,  or  do  you  suppose  that  the  majority  of  those  men  are 
content  with  the  present  methods  of  marketing  cotton,  so  far  as  the 
future  contract  is  concerned? 

Mr.  Howard.  Mr.  Chairman,  I  think  very  few  of  them  under- 
stand the  future  contract  market  at  all.  I  will  say  I  think  a  great 
many  of  them  are  prejudiced  against  those  markets.  They  are  not 
satisfied  with  the  present  general  method  of  marketing  cotton  as 
shown  by  the  great  number  who  have  banded  together  and  joined 
the  cooperative  associations,  in  order  to  sell  their  cotton  themselves; 
and  they  bind  themselves  to  deliver  every  bale  they  grow  throughout 
a  period  of  five  years,  under  a  penalty,  in  case  of  failure  or  refusal  to 
deliver,  of  from  $15  to  $25  a  bale. 

The  Chairman.  They  do  not  make  their  contract  to  deliver  to  the 
association  nm  with  the  title  to  the  land,  do  they? 

Mr.  Howard.  No;  they  can  sell  their  land  and  get  out.  It  does 
not  cover  the  land,  that  is,  does  not  cover  the  next  man  on  the  land. 

The  Chairman.  I  see. 

Doctor  Stevens.  I  would  like  to  ask  one  or  two  questions,  if  you 
have  no  objection. 

Do  the  members  that  belong  to  your  organization  sell  for  them- 
selves as  well  as  through  your  organizations 

Mr.  Howard.  Each  State  has  a  State  sales  manager.  They 
chiefly  sell  to  merchants  or  mills  or  nearby  markets,  while  if  their 
cotton  is  sold  to  the  larger  and  more  distant  markets,  it  goes  through 
my  office. 

Doctor  Stevens.  What  would  be  the  proportion  of  your  sales  to 
the  total  crop? 

Mr.  Howard.  Well,  that  is  a  matter  that  we  do  not  know  yet. 
We  are  having  thousands  of  bales  of  cotton  delivered  to  us  every 
day,  but  it  will  depend  on  how  much  is  delivered  to  us,  and  that  we 
can  not  tell  until  the  ginning  is  through  and  our  deliveries  are  through. 

Doctor  Stevens.  Well,  I  meant  last  year. 

Mr.  Howard.  I  should  say  this  year  we  will  handle  approximately 
10  per  cent  of  the  crop. 

The  Chairman.  Of  the  United  States? 

Mr.  Howard.  Yes. 

Doctor  Stevens.  What  was  it  last  year,  if  you  have  it  in  mind? 

Mr.  Howard.  I  want  to  change  that  10  per  cent.  I  was  then 
referring  to  my  twelve  States.  There  is  one  other  organization,  the 
Staple  Growers  of  Mississippi,  which  has  no  direct  connection  with 
my  twelve  States,  and  I  did  not  include  them.  They  have  handled 
about  170,000  or  180,000  last  year  and  the  year  before,  and  I  don't 
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know  what  they  will  handle  this  year,  but  that  is  in  excess  of  the  10 
per  cent  that  I  named. 

Doctor  Stevens.  Would  your  position  in  reference  to  southern 
warehouse  delivery  be  the  same  if  only  the  port  points  were  used 
instead  of  the  port  points  and  interior  points?  Would  that  affect 
your  ideas  with  reference  to  the  southern  warehouse  delivery,  if 
only  ports  were  specified? 

Mr.  Howard.  Not  particularly.  I  am  inclined  to  think  it  would 
be  better  to  have  some  large  interior  markets,  because  in  such  markets 
as  Memphis  and  Dallas  and  Atlanta,  which  have  a  wide  range  of 
transportation,  cotton  is  valuable  at  all  those  points,  and  in  a  certain 
way  is  more  valuable  than  in  New  York,  considering  the  difference 
in  deliveries  and  differentials.  But  that  is  a  matter  of  detail  that  I 
have  not  thought  out  very  carefully,  and  I  am  speaking  more  for  the 
principle  than  for  the  particular  point. 

Doctor  Stevens.  Are  vou  familiar  with  the  differences  in  the 
method  of  quoting  and  determining  prices,  and  differences  at  the 
different  spot  markets  now  designated  ? 

Mr.  Howard.  No;  I  am  not. 

Mr.  Butler.  May  I  ask  Mr.  Howard  a  question? 

The  Chairman.  Mr.  Howard  has  the  floor. 

Mr.  Howard.  Certainly. 

Mr.  Butler.  You  state  that  you  thought  the  method  of  quoting 
the  New  Orleans  spot  market  should  be  changed,  and  are  you  familiar 
with  the  method  with  which  the  New  Orleans  spot  market  is  quoted 
at  present? 

Mr.  Howard.  No;  excepting  so  far  as  I  think  either  you  or  Mr. 
Rankin  stated  it  yesterday,  that  it  is  quoted  either  actual  transac- 
tions or  against  bona  fide  bids  or  offers. 

Mr.  Butler.  That  is  correct.  You  further  made  the  statement 
that  New  York  was  not  a  cotton  market  but  that  New  Orleans  was  a 
market  that  had  available  at  all  times  one  or  two  hundred  thousand 
bales  of  cotton. 

Mr.  Howard.  Yes. 

Mr.  Butler.  And,  of  course,  that  cotton  is  for  sale  daily  in  the 
New  Orleans  spot  market.  If  New  Orleans  was  quoted  on  the 
average  of  the  ten  markets,  and  it  happened  that  the  spot  quotation 
for  the  raw  cotton,  the  actual  price  of^  cotton  in  New  Orleans,  should 
be  sold,  for  instance,  low  midaling,  taken  as  a  practical  illustration, 
to  make  it  clear,  say  that  it  quoted  250  off  of  middling  in  New  Orleans, 
and  the  average  difference  of  the  ten  markets  would  be,  as  it  was  in 
New  York  last  Saturday,  218  points,  would  it  not  be  possible  for  a 
New  Orleans  man  to  sit  in  New  Orleans  and  buy  cotton  on  the  spot 
at  250  off,  and  deliver  it  at  218  off,  and  thereby  make  32  points  with- 
out moving  out  of  his  office,  or  seeking  any  other  outlet  for  the  cotton? 
Do  vou  thmk  the  price  of  cotton  would  go  up  to  the  price  of  contract, 
or  do  you  think  the  contract  would  become  depressed  to  the  price  of 
the  actual  cotton?  What  do  you  think  would  happen  under  a  con- 
dition of  that  kind? 

Mr.  Howard.  Well,  I  would  say  you  have  that  same  thing  now 
with  the  New  York  contracts. 

Mr.  Butler.  I  am  not  discussing  New  York;  we  have  not  that 
condition  in  New  York, 
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Mr.  Howard.  Exactly,  but  I  wish  to  draw  a  parallel  in  answer 
to  that  question.  If  the  difference  in  New  York  is  218  off  and  cotton 
can  be  bought  in  the  South  at  a  much  wider  difference,  they  could 
deliver  it  in  New  York  now  under  the  present  rules,  and  if,  as  you 

say,  the  difference  was  218 

Mr.  Butler.  Providing  the  cost  is  sufficient  to  transport  it  and 

pay  the  charge 

Mr.  Howard.  Yes.  And  the  same  thing  in  New  Orleans,  if  the 
average  differences  were  narrower  in  New  Orleans,  I  mean  the  average 
differences  of  different  markets  apply  on  New  Orleans  contracts,  and 
were  narrower  than  on  certain  grades  selling  in  New  Orlea-ns  exclu- 
sively, of  course  they  could  buy  cotton  of  that  kind  and  deUver  it  on 
contracts  and  make  a  profit.  But  it  would  have  a  double  effect. 
It  would  reduce  the  New  Orleans  contract  to  a  certain  extent,  and  it 
woiild  increase  the  value  of  low  grade  to  a  certain  extent;  that  is,  it 
would  work  both  ways. 

Mr.  FiNKE  (New  Orleans).  Mr.  Howard  stated  in  answer  to  the 
chairman's  question  that  he  did  not  use  the  future  market  as  a  hedge. 
ThsX  is  correct,  is  it? 
Mr.  Howard.  Yes. 

Mr.  FiNKE.  You  do  not  use  the  future  market  for  a  direct  selling 
outlet,  I  mean  for  ddivery  of  cotton  on  a  contract? 

Mr.  Howard.  No.  We  can  do  it,  if  we  wish  to  do  it;  there  is  no 
reason  why  we  should  not. 

The  Chairman.  But  you  do  not? 
Mr.  Howard.  No;  not  at  present. 

Mr.  FiNKE.  Mr.  Howard  also  stated  that  the  organization  he  repre- 
sents will  probably  sell  10  per  cent  of  the  cotton  crop  this  year,  and 
I  wish  to  oring  out  this  pomt  by  this  question:  Wliether  or  not  the 
organization  he  represents  sells  all  their  cotton  at  fixed  prices,  or 
whether  or  not  in  selling  their  cotton  they  sell  it  on  the  basis  of  the 
future  contract — to  bring  out  the  point  that  indirectly  Mr.  Howard 
is  interested  in  the  hedge,  if  he  sells  his  cotton,  the  bulk  of  it,  on  the 
basis  of  the  future  contract. 

Mr.  Howard.  We  make  our  salas  in  this  way,  Mr.  Chairman.  We 
are  interested  under  the  present  system  of  domg  the  cotton  business 
in  the  contract  markets  to  a  certain  extent,  the  market  is  now  fluctu- 
ating very  rapidly,  sometimes  as  much  as  two  cents  a  day.  I  do  not 
offer  cotton  at  30  or  31  cents,  I  offer  it  at  a  hundred  on  January  con- 
tract. And  then  if  we  make  a  trade  we  fix  the  price  based  on  what 
January  is  at  the  time,  or  what  the  buyer  executes  his  hedge  at,  or 
taking  the  opening  of  New  York  or  closing  of  New  York  and  put  a 
hundred  points  on  January,  and  that  fixes  the  price. 

I  can  not  afford,  in  the  violently  fluctuating  market,  such  as  this 
is,  to  offer  at  a  fixed  price.  Should  the  market  advance  a  cent  or  a 
cent  and  a  half  they  accept  our  offer,  and  if  it  declines,  they  refuse 
our  offer. 

Mr.  McFadden.  Mr.  Howard,  you  just  observed  that  you  offered 
your  cotton  based  on  your  January  contracts,  or  December? 
Mr.  Ho\^ARD.  Yes ;  any  active  month. 

Mr.  McFadden.  Tliat  would  be  the  trading  month,  then,  the 
purchased  would  be  December  or  January  I 
Mr.  Howard.  Yes. 
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Mr.  McFadden.  And  would  not  the  cooperatives  you  represent  be 
very  vitally  interested  in  the  relation  of  tne  nears  and  immediates? 
For  instance,  suppose  they  were  a  cent  under  July,  would  not  that 
cost  $10  a  hale  on  the  price  you  got  for  your  cotton?  The  custom  of 
the  trade  broadly  is  that  we  buy  and  sell  our  cotton  based  on 
December  or  January. 

Mr.  Howard.  Yes. 

Mr.  McFadden.  In  view  of  the  fact  that  there  is  a  discount  on 
the  near  nionths  wliich  would  concern  you,  I  don't  exactly  reconcile 
your  position. 

Mr.  Howard.  I  don't  recall  saying  anything  about  the  near 
months  being  at  a  discount  or  a  premium. 

Mr.  McFadden.  The  point  I  am  making  is  would  not  that  affect 
the  price  which  your  clients  would  get  for  their  cotton,  if  you  had  a 
very    large    certificated    stock? 

Mr.  Howard.  I  don't  think  so,  Mr.  McFadden.  Our  policy  of 
selhng  cotton — and  I  wish  you  would  get  this  for  I  want  you  all  to 
know  this.  We  are  distinctly  not  a  holding  corporation.  We  are 
organized  to  sell  cotton  gradually  throughout  the  cotton  season 
wherever  there  is  a  demand  for  the  cotton.  We  may  sell  more  one 
month  than  another  month  if  the  demand  is  there  and  the  world 
wants  it.  If  they  don't  want  it  then  we  don't  care  to  push  it  on  the 
market,  we  wait  for  the  demand. 

Now,  the  price  of  cotton  is  to  us  the  price  that  actual  cotton  will 
bring.  We  base  our  prices  upon  contracts  for  our  protection  against 
fluctuations.  I  have  not  been  able  to  understand  why — as  you  said 
a  while  ago,  there  is  always  plentv  of  cotton,  whether  tne  crop  is  large 
or  small,  in  October  and  November — I  have  not  been  able  to  under- 
stand why  near  months  should  be  at  a  premium  during  the  fall, 
which  may  in  July  sell  at  a  cent  discount.  Ck)tton  should  be  worth 
more  next  spring  than  it  is  worth  to-day,  because  there  is  going  to 
be  less  cotton,  and  it  costs  money  to  carry  cotton  from  now  until 
next  spring,  and  why  there  should  be  this  heavy  discount  with  a 
short  crop  is  beyond  my  comprehension. 

We  are  selUng  cotton  gradually  throughout  a  period  of  about  ten 
months.  We  don't  really  care  much  whether  December  contracts 
are  at  a  discount  in  July  or  at  a  premium  in  July.  We  are  looking 
at  the  price  we  get  for  the  spot  cottoq. 

When  I  was  a  cotton  merchant  it  made  a  great  deal  of  difference 
to  me  in  nay  hedges,  the  difference  in  the  buying  price  of  my  hedges; 
but  in  selling  actual  cotton,  where  we  do  not  have  to  get  a  profit  in 
between  the  oasis,  it  is  the  price  we  get  for  the  spots  that  we  look  at, 
and  what  July  may  be  compared  to  December  makes  very  little 
difference  to  us.     Does  that  answer  it? 

Mr.  McFadden.  Not  quite;  because  I  am  not  discussing  the  ques- 
tion of  what  the  price  of  cotton  is,  it  is  a  question  of  what  you  get. 
You  say  you  are  offering  your  cotton  on  the  basis  of  January.  We 
say  January  is  to-day  at  32,  with  July  31.  Suppose  January  was  30 
and  July  31,  what  would  you  do— hold  your  cotton  until  vou  got  32? 

Mr.  Howard.  We  are  going  to  hold  some  cotton  until  next  spring 
regardless  of  price. 

Mr.  McFadden.  But  you  see  you  have  an  opportunity  to  get 
out  sooner,  you  could  not  sell  your  cotton  to-day  mth  [at]  100  on 
January  unless  it  was  a  premium. 


Mr.  Howard.  We  do  not  know  what  the  market  is  going  to  do. 
But  our  adopted  policy  is  to  sell  it  over  a  long  period,  and  whether 
December  is  at  a  premium  over  July  or  a  discount  under  July  makes 
no  difference;  we  will  sell  some  cotton  every  day  but  we  will  hold 
some  until  next  spring  and  sell  it  at  whatever  the  cotton  is  at  that 

time. 

Mr.  Johnson.  Mr.  Howard,  representing  the  cotton  growers,  so 
nearly  represents  the  attitude  of  the  spinner  on  this  question  that 
I  would  like  to  ask  him  two  questions,  which  he  can  answer  very 

briefly. 

You  have  stated  that  you  were  in  favor  of  making  cotton  tender- 
able  at  certain  designated  southern  points  against  New  York  con- 
tracts ? 

Mr.  Howard.  Yes. 

Mr.  Johnson.  Would  you  approve  or  would  you  see  any  objection 
to  making  cotton  tenderable  against  the  New  York  contract  at,  say, 
at  least  one  New  England  point? 

Mr.  Howard.  No;  I  see  no  objection  to  that.  It  might  be  a  good 
idea.  Take  a  place  Uke  New  Bedford,  which  has  a  lot  of  warehouses, 
and  allow  it  to  be  tenderable  there.  All  of  these  things  are  a  little 
complicated.  The  differentials,  as  compared  with  dehvery  in  New 
York,  would  have  to  be  waped  out;  but  I  think  those  could  be  wiped 
out;  I  think  that  could  be  easily  done. 

Mr.  Johnson.  It  could  be  worked  out  from  a  New  England  point 
as  well  as  from  an  interior  southern  point,  you  think? 

Mr.  Howard.  Yes. 

Mr.  Johnson.  You  stated  that  the  New  York  contract  was  pnmar- 
ily  a  merchant's  contract  and  not  a  spinner's  contract? 
*  Mr.  Howard.  Yes. 

Mr.  Johnson.  Would  or  would  not  the  same  contract,  which  pro- 
tected the  merchant  in  buying  spot  cotton  and  carrying  it  until  it 
<!buld  be  sold  to  the  spinner  at  some  future  date,  whether  it  would 
be  a  day,  a  month,  or  three  months,  would  not  the  same  protection 
in  the  contract  which  protected  the  merchant  also  protect  the  spinner 
in  buying  his  cotton? 

Mr.  Howard.  When  the  merchant  hedges  he  does  not  expect  to 
take  up  that  cotton  or  deliver,  and  it  is  a  protection  for  him.  I 
think  the  spinners  do  the  same  thing  to-day.  They  can  use  that 
market  as  a  protection,  and  a  great  many  of  them  do. 

The  Chairman.  What  does  the  man  who  delivers  cotton  do;  is 
that  a  protection? 

Mr.  Howard.  They  do  not  have  to  take  it,  they  do  not  expect 
to  take  it  up.  The  spinner  has  to  take  it  up;  of  course  probably 
before  the  delivery  time  comes  he  would  buy  the  cotton  from  Mr. 
McFadden  or  Mr.  Clayton  or  Mr.  Harriss,  or  somebody  else,  and 
sell  out  his  protection  contract  in  New  York.  If  it  does  come  to  a 
point  where  he  does  take  up  the  contract,  he  would  take  it  up  and 
sell  it  to  somebody  else.     But,  as  I  say,  these  things  are  used  for 

hedfi'es 

Tlie  Chairman.  Then  there  is  a  modification.  What  you  say 
now  is  a  modification  of  your  other  statement,  because  the  spinner 
is  using  that  contract  for  hedging  purposes  and  it  is  a  spmner's 
contract  as  well  as  a  merchant's  contract. 
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Mr.  Howard.  No;  I  am  not  making  a  conflicting  statement  m 
what  I  have  said.  What  I  meant  by  its  not  being  a  spinner's  con- 
tract was  this:  It  is  a  spinner's  contract  for  protection,  in  that 
way;  but  it  is  not  a  spinner's  contract  in  that  he  can  buy  a  hundred 
bales  of  cotton  in  New  York  and  take  it  up  and  use  it  in  his  mill. 
That  is  what  I  meant  by  its  not  being  a  spinner's  contract. 

Mr.  S.  T.  Hubbard.  I  imderstand  you  to  state  that  you  sold 
cotton  on  call;  that  is,  based  on  December  or  January  price,  with 

100  on? 

Mr.  Howard.  Yes;  or  maybe  50  on.  •  ,         .         ,     • 

Mr.  Hubbard.  Therefore,  you  do  not  care  at  what  tune  dunng 

the  day  the  buyer  fixes  his  price? 

Mr.  Howard.  No.  ^       .         .,    ,  ,    .  ^  „« 

Mr.  Hubbard.  All  right.  Therefore,  if  the  market  opens  at  33 
cents  and  closes  at  33^  cents,  and  he  fixe«  the  price  on  the  doss 
[close]  you  get  100  on  the  closing  price  of  33i? 

Mr.  Howard.  Precisely.  . 

Mr.  Hubbard.  All  right   July  is  selling   at  100   points   under 

December. 

Mr.  Howard.  Yes. 

Mr  Hubbard.  If  you  still  continue  to  offer  your  cotton  at  100 
on  Decembers  and  December  sold  100  under  July,  you  would  not 
get  34i  for  it,  would  you? 

Mr.  Howard.  No;  I  would  not. 

Mr.  Hubbard.  Therefore  your  price  would  be  cheaper? 

Mr.  Howard.  Yes.  xu       ^u        *u 

Mr.  Hubbard.  If  you  had  the  near  position,   rather  tnan  tne 

distant  position  ? 

Mr.  Howard.   Yes.  , ,       ^         •  u 

Mr.  Hubbard.  Therefore  your  farmer  would  not  receive  as  much 

as  he  does  to-day;  is  that  right?  x       x^       .^ 

Mr.  Howard.  He  would  be  getting  as  much  as  spot  cotton  Wto 
bringing  anywhere  else.  He  would  not  be  getting  as  much  com- 
pared with  contracts,  but  he  would  be  getting  the  nnce  of  spot 
cotton  existing  at  that  time,  and  that  is  all  we  can  ask. 

Mr  Hubbard.  If  the  spot  cotton  price  is  fixed  on  the  contract, 
that  contract  is  bringing  more  than  July,  and  you  reverse  it  where 
it  brings  less,  you  can  not  get  as  much;  that  is  a  mathematical 

proposition.  .  i    t  i 

Mr.  Howard.  Yes;  compared  with  July. 
Mr.  Hubbard.  Or  compared  with  March.  ,    .       .       .^, 

Mr    Howard.  Yes.     I  don't  care  what  the  relation  is  with  any 

month;  I  want  the  best  price  I  can  get  at  which  spot  cotton  is 

selling  in  the  world.  ^^  ,  .  j  u  %v. 

The  Chairman.  Now,  Mr.  Howard,  you  have  appeared  here  with 

the  real  aroma  of  cotton  about  you,  actual  cotton,  and  you  have 

interested  us  very  much.     Have  you  finished? 

Mr.  Howard.  Yes;  Mr.  Chairman.  ,  xt 

The  Chairman.  It  is  now  twenty-five  minutes  after  twelve.     Mr. 

Howard  exceeded  his  time  by  half  an  hour.     I  think  we  will  have 

to  speed  up  this  afternoon.     I  will  ask  you  all  to  be  here  at  two 

o'clock 

(Thereupon,  at  12.25  o'clock  p.  m.,  a  recess  was  taken  until  2 

o'clock  p.  m.) 
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November  7,  1923. 

Met  pursuant  to  the  taking  of  recess  at  2  o'clock  p.  m. 
The  Chairman  (Mr.  Murdock).  Now,  if  I  appear  harsh  on  the 
'matter  of  time  this  afternoon,  it  is  because  we  want  to  speed  along, 
and  we  have  a  lot  of  people  to  hear  and  we  are  not  going  to  get  through 
to-day  anyway,  but  we  want  to  get  through  to-morrow.  We  had 
three  days  allotted  to  this  hearing  and  to-morrow  will  be  third  day. 
We  first  caD  on  Mr.  Cone. 

STATEMEHT  OF  MR.  JUNIUS  W.  CONE,  REPRESENTING  NEW 

YORK  COTTON  EXCHANGE 

Mr.  Cone.  Gentlemen,  you  have  heard  a  great  deal  about  tech- 
nical matters  and  the  pubhc  dealing  with  tne  New  York  Cotton 
Exchange.  I  have  been  a  member  of  the  Ne^v  York  Cotton  Exchange 
for  a  number  of  years  and  have  used  it  strictly  in  carrying  on  our 
business,  which  is  cotton  manufacture. 

The  mills  I  represent  use  considerable  cotton,  and  we  have  used 
the  exchange  a  great  deal,  and  we  feel  we  could  use  it  to  much  better 
advantage,  and  feel  that  the  public  could  use  it  to  much  better 
advantage,  and  we  feel  that  a  number  of  people;  that  is,  manufac- 
turers of  garments  made  out  of  cotton  cloth,  and  jobbers  who  buy 
cotton  piece  goods  could  use  the  cotton  exchange  to  advantage  if 
we  had  a  contract  which  was  more  or  less  of  a  buyer's  and  seller's 
contract,  both,  one  where  we  felt  that  there  was  enough  supply  to 
make  the  contract  reasonable  and  to  protect  the  contract. 

Now,  I  would  like  to  buy  cotton  on  the  New  York  Cotton  Exchange 
for  dehvery  in  the  spring  of  1924,  May  and  July  contracts.  They 
look  attractive.  But  I  can  not  do  it  because  I  can  not  get  the  cotton 
that  I  want.  But  when  it  comes  to  seUing,  I  am  afraid  to  sell  it, 
because  I  have  not  got  the  cotton  to  deliver,  and  I  am  afraid  when 
it  comes  to  delivering  the  cotton  that  if  I  ship  it  away  from  the 
mill  that  I  can  not  spm  it  and  deliver  it  too,  and  there  is  not  enough 
cotton  in  New  York  to  protect  the  contract,  whereas  if  we  had  cotton 
delivered  at  points  all  over  the  South  I  would  not  mind  seUing  my 
cotton,  when  I  could  not  sell  my  goods,  and  take  a  chance  of  deliver- 
ing that  cotton  and  replacing  it  from  the  various  points  in  the  South. 

1  think  all  cotton  manufacturers  would  be  much  better  satisfied 
if  we  had  deUveries  of  cotton  on  New  York  contracts  at  various  points 
in  the  South.  I  think  we  would  prefer  to  have  some  inland  points, 
but  if  we  can  not  get  those,  we  would  like  to  have  the  ports 

But  it  does  look  unnecessary  to  go  to  the  expense,  if  I  want  to 
dehver  cotton  in  New  York,  to  have  to  ship  it  from  my  mill  to  New 
York  at  a  freight  of  over  75  cents,  and  costs  another  40  or  50  points 
to  deliver  it,  and  then  another  75  to  100  points  to  send  it  back  to  the 
mill,  whiclx  would  be  a  matter  of  2  cents  a  pound;  and  if  we  had 
these  delivery  "points  in  the  South  and  I  took  up  cotton,  I  could  get  it 
shipped  through  Galveston  or  New  Orleans  or  Savannah  or  Norfolk 
ana  simply  have  to  pay  the  freight  from  those  points  to  the  mill.  As 
I  se«  it,  there  is  too  much  cotton  handled  on  New  York  contracts. 
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with  the  small  and  limited  stocks  that  we  have  to  protect  that 
enonnous  dealing. 

Doctor  Stevens.  Would  you  suggest  any  other  changes  in  the 
contract  besides  southern  warehouse  delivery? 

Mr.  Cone.  No,  sir;  I  think  the  contract  is  just  as  good  as  you 
could  make  it  without  [with  that]  exception. 

Doctor  Stevens.  You  do  not  think,  then,  that  there  would  be  any 
depreciation  in  the  value  of  the  contract  through  the  fact  that  you 
would  give  the  seller  an  additional  option,  that  is,  an  option  as  to 
place  of  delivery  as  well  as  the  present  option  he  has  as  to  time  of 
delivery  and  grades? 

Mr.  Cone.  I  should  not  think  so,  after  the  public  once  learns  the 
value  of  this  contract  and  used  it  for  its  legitimate  purpose. 

I  think  that  is  all  1  have  to  say,  Mr.  Chairman. 

The  Chairman.  We  thank  you,  Mr.  Cone.  Now,  then,  we  will 
hear  from  Mr.  Britton,  of  Memphis. 

STATEMENT   OF   MB.    W.   J.    BBITTON,   BEPBESEHTIHO   THE 

MEMPHIS  COTTOK  EXCHANGE 

Mr.  Britton.  Mr.  Chairman  and  gentlemen,  when  I  came  up  here 
I  came  uninstructed. 

The  Memphis  Cotton  Exchange  is  composed,  I  should  say,  princi- 
pally of  cotton  merchants.  There  are  very  few  factors  there  now, 
or  commission  merchants  as  you  know  them,  and  in  my  rounds  of  the 
market  and  talking  to  the  various  men  that  I  come  in  contact  with 
for  the  purpose  of  Feeling  them  out  and  seeing  how  they  felt  in  regard 
to  southern  delivery  points,  I  found  them  to  oe  mostly  in  favor  of  it  • 
but  I  do  not  think  that  the  average  man  in  Memphis  had  weighed 
the  matter  carefully  and  had  realized  what  the  effect  of  the  soutnern 
warehouse  delivery  might  mean  to  the  part  of  the  cotton  trade  in 
which  we  are  really  most  interested,  and  that  is  the  producer  of  cotton. 

I  can  not  see  that  this  method  would  fail  to  make  the  contract 
much  less  valuable  from  a  buying;  standpoint.  Naturally  if  it  is  not 
attractive  from  a  binding  standpoint,  it  will  be  harder  to  sell. 

It  will  have  the  effect,  in  my  judgment,  of  doing  one  thing  that  the 
trade  very  much  wants,  particularly  the  merchants.  I  beUeve  it 
would  in  all  probability  eliminate  all  possibility  of  a  premium  on  the 
near  month,  oecause  I  think  it  is  the  natural  inclination  of  the  specu- 
lators to  run  from  the  actual.  That  is  not  a  part  of  their  busmess, 
they  don't  know  what  to  do  with  it  when  they  get  it,  and  they  are 
naturaUy  not  going  to  want  to  take  it. 

There  seems  to  be  a  gi*eat  deal  of  difference  of  opinion  among  men 
who  ought  to  be  capable  of  knowing  what  effect  this  thing  would 
have  on  the  trade.  Some  of  them  say  it  would  absolutely  destrov 
the  value  of  the  New  York  contract.  Others  say  they  do  not  think 
it  would  hurt  it  at  all.  I  understand  that  it  is  part  of  the  plan  of  the 
Federal  Trade  Commission  not  only  to  discuss  the  three  points  which 
they  have  set  out  but  if  it  were  possible  that  any  suggestion  on  the 
part  of  the  trade  might  come  out  of  these  proceedings  that  would 
fulfill  the  pm-pose  without  conforming  to  the  letter  of  these  objects, 
that  it  would  be  well  to  take  that  up. 

The  Chairman.  Certainly.  Go  ahead  with  anything  yoa  have  in 
mind. 
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Mr.  Britton.  Well,  I  have  this  in  mind,  that  I  believe  that  if  the 
contract  of  the  New  York  Cotton  Exchange  were  made  more  flexible 
as  to  the  length  of  time  they  were  given  to  make  the  deliver}^  on  a 
month,  after  the  sale  of  that  month,  and  after  the  actual  trading  in 
that  month  had  ceased  that  it  might  obviate  the  necessity  of  the  south- 
em  warehouse  delivery  and  accomplish  the  same  purpose  that  that 
would  accomplish. 

For  instance,  if  instead  of  having  to  deliver  the  cotton  bv  the  29th 
or  30th  or  31st  of  the  month  on  which  it  was  sold  for  delivery,  if 
under  certain  conditions  a  safety  valve  was  put  on  that  contract  to 
the  extent  that  when  it  got  to  a  certain  level  over  the  legitimate  price 
that  it  ought  to  be,  that  the  time  would  be  extended  automatically 
for  the  delivery  of  that  cotton,  and  any  man  in  the  South  who  had 
sold  that  contract  would  have  an  additional  length  of  time  in  which 
to  deliver  it,  I  believe  that  would  prevent  anj^  technical  matters  such 
as  transportation  difficulties,  lack  of  warehouse  facilities,  or  anything 
outside  of  the  actual  value  of  spot  cotton  in  the  South,  which  would 
keep  those  forces  from  working  to  the  extremity  that  they  work  at 
thejresent  time. 

Tne  Chairman.  Would  you  go  this  far:  To  extend  the  date  of 
delivery  in  a  month  to  a  succeeding  month,  if  the  squeeze  was  appar- 
ent, is  that  as  far  as  you  would  go  ? 

Mr.  Britton.  Yes,  but  I  should  say  for  the  first  fifteen  days;  but 
I  would  rather  limit  that  to  the  location  of  the  point  from  which  the 
cotton  was  proposed  to  be  tendered. 

Our  friend  Mr.  Hogan  is  in  a  position  to  deliver  cotton  in  New  York 
in  48  hours.  Most  of  us  are  not  that  fortunate.  From  some  sections 
of  the  South  it  takes  ten  days  and  from  some  sections  fifteen  days. 
I  believe  cotton  could  be  tendered  in  New  York  in  fifteen  days  from 
almost  any  point  in  the  South. 

Another  thing.  Referring  to  the  way  that  October  and  December 
have  just  gone  out,  the  parity  on  October  and  December  went  out 
about  100  points  apart.  I  believe  that  if  the  plan  I  have  been  sug- 
gesting had  been  m  operation  at  that  time  tnat  would  have  been 
utterly  impossible,  because  I  know  there  was  a  quantity  of  cotton 
in  the  South  at  that  time  which  could  have  been  sold  well  under  the 
basis  of  the  difference  between  the  price  it  would  have  brought  in 
New  York  and  the  price  it  was  selling  at  in  the  South,  which  would 
have  made  a  handsome  profit  to  any  man  that  could  have  tendered 
that  cotton  on  New  York  and  made  a  physical  delivery  of  it  in  time 
to  avail  itself  [himself]  of  the  price. 

Another  thing  is  that  freight  could  verjr  often  be  saved  in  that 
way.  I  believe  that  New  York,  while  it  is  not  essentially  a  spot 
market,  I  think  New  York  by  its  geographical  location  and  on  account 
of  its  facilities  in  the  way  of  financial  airangements  that  are  made 
there  for  the  handling  of  cotton,  I  think  New  York's  position  in  the 
cotton  business  should  be  guarded  very  carefully. 

In  the  first  place,  it  is  not  a  spot  market  pure  and  simple.  There- 
fore it  is  not  subject  entirely  to  the  influences  of  spot  cotton.  It 
respresents  the  speculator's  opinion,  it  represents  to  a  large  extent 
the  spinner's  ideas  of  the  value  of  cotton;  it  represents  a  sort  of 
composite  average  of  the  whole  opinion  of  the  world  in  regard  to 
value  of  cotton.     Now,  that  is  a  giiide  the  trade  is  bound  to  have. 
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We  talk  about  violent  fluctuations,  about  government  reports. 
We  do  not  realize  what  would  have  happened  if  we  were  not  gradually 

Erepared  for  the  final  result.  While  tiiese  reports  get  out,  we  do  not 
egm  to  realize  what  would  take  place  if  that  knowledge  burst  on 
us  all  of  a  sudden,  if  between  July  and  August,  when  we  thought  we 
had  a  crop  of  twelve  million  bales,  we  would  suddenly  wake  up  and 
find  that  we  only  have  ten  million  bales.  In  such  a  case  the  fluctua- 
tion would  probably  come  all  in  a  bunch  instead  of  a  few  hundred 
points  at  a  time,  and  there  is  no  telling  what  effect  it  would  have  on 
the  cotton  trade. 

I  think  if  I  try  to  talk  any  more  now  I  am  liable  to  repeat  what  I 
have  said.  I  have  said  what  I  intended  to  say  and  I  would  rather,  if 
there  are  any  questions  anybody  would  like  to  ask,  to  have  them  ask 
them,  questions  about  this  plan,  which  I  propose,  and  I  will  answer 
the  best  I  can. 

The  Chairman.  Your  plan  is  merelv  for  the  extension  of  the  days 
of  delivery  on  the  future  contract  in  the  city  of  New  York? 

Mr.  Britton.  Yes,  sir. 

The  Chairman.  There  was  a  proposition  of  empowering  the 
Secretary  of  Agriculture,  so  that  when  it  was  called  to  his  attention 
that  a  squeeze  was  on  in  a  delivery  month,  that  then  he  could  for 
a  certain  period  of  time  declare  certain  southern  markets  deUvery 
markets? 

Mr.  Britton.  I  would  say  that  the  best  way  to  bring  that  about 
would  be  to  let  the  action  of  the  market  bring  it  about  itself. 

The  Chairman.  How  could  that  happen? 

Mr.  Britton.  That  whenever  the  parity  between  the  near  montli 
and  the  succeeding  active  month  became — you  could  set  any  limit 
you  want  to  but  I  would  suggest  30  points  as  the  limit. 

There  is  very  little  reason  why  it  should  go  to  30  points  over  a 
following  month,  because  whatever  difference  there  is  nas  got  to  be 
added  to  the  cost  of  carrying  that  cotton  into  the  next  month,  or 
the  next  month  after  that. 

But  I  would  say  we  ought  not  to  tie  that  thing  down  too  closely, 
for  the  reason  that  during  short  crop  years  I  believe  it  is  the  most 
natural  thing  in  the  world  that  there  should  always  be  an  inclination 
on  the  part  of  everybody]  to  get  what  they  can  at  the  moment,  realiz- 
ing that  the  supply  is  going  to  be  scarce  later  on.  It  puts  the  idea  in 
a  man's  mind  that  if  he  wants  anything  he  is  going  to  get  it  now, 
while  he  can,  and  60  per  cent  of  the  average  crop  of  cotton,  I  under- 
stand, is  marketed  before  the  first  hi  January,  and  naturally  while 
all  that  business  is  going  on  it  is  the  most  natural  thing  in  the  world 
for  the  months  that  are  most  active  and  most  traded  in  to  be  at  a 
premium  over  the  distant  months. 

So  I  woxild  say  when  the  market  got  to  be  30  points  for  December 
over  January,  or  the  next  month,  or  the  next  active  month — although 
you  know  tnere  are  some  months  in  the  cotton  business  that  are  not 
traded  in  at  all,  November,  for  instance,  you  rarely  get  a  quotation 
on — but  I  would  say  that  the  next  active  trading  month,  that  the 
producer  of  cotton  or  the  merchant  has  a  right  now  under  the  law 
to  certificate  his  cotton  at  any  southern  pomt  where  facilities  are 
provided  for  the  certification  of  that  cotton.  Now,  all  he  has  got 
to  do  is  to  notify  the  New  York  Cotton  Exchange  that  he  has  cer- 
tificated whatever  number  of  bales  of  cotton  he  has  got  to  satisfy 


the  contract  which  he  has  sold  in  New  York  on  such  and  such  a 

delivery. 

Immediately  when  that  is  done  I  would  say  that  that  is  a  satis- 
faction of  the  contract,  with  the  exception  that  the  actual  nhysical 
act  of  tendering  that  cotton  should  be  allowed  to  be  completed  in 
the  time  that  transportation  would  require  to  get  it  there. 

I  believe  that  that  will  automatically  shut  off  any  such  squeezes 
or  manipulations  as  would  be  so  abnormal  as  to  seriously  hurt  or 
hamper  the  cotton  trade,  and  I  think  it  would  do  it  in  a  way  that 
wouW  not  be  apt  to  hurt  the  present  machinery  that  we  have  for 
handling  the  cotton  crop. 

It  seems  to  me  that  the  contract  is  ideal  as  far  as  the  grades  tender- 
able,  and  the  months  [methods]  of  arriving  and  [at]  the  differences, 
are  concerned.  I  don't  believe  anybody  has  any  criticism  to  make 
about  that.  Some  think  that  a  grade  might  be  added.  Everybody 
seems  to  think  that  none  should  be  taken  away. 

Doctor  Stevens.  Mr.  Britton,  I  do  not  think  I  understood  entirely 
your  point.  As  I  understood  you  at  first,  you  proposed  that  the 
extension  of  deUvery  should  be  granted  whenever  the  future  price 
went  to  a  point  which  was  above  the  actual  value  of  spot  cotton  in 
the  South.     Is  that  correct? 

Mr.  Britton.  Well,  yes :  in  a  way  that  is  correct. 

Doctor  Stevens.  As  I  imderstood  your  latter  statement,  it  was 
that  this  extension  should  be  made  whenever  the  discount  on  the 
more  distant  future  went  30  points  below  the  future  price  for  the 
current  month.  .  . 

Mr.  Britton.  Now,  I  did  not  mean  the  more  distant  positions. 

Doctor  Stevens.  Well,  next  position,  then,  beyond  the  current 
month! 

Mr.  Britton.  Yes. 

Doctor  Stevens.  I  just  wanted  to  be  sure  that  I  understood  both 
your  propositions. 

The  Chairman.  I  thank  you,  Mr.  Britton. 

STATEMENT  OF  ME.  BENJAMIN  C.  MARSH,  MANAGING  DIREC- 
TOK  OF  FARMERS'  NATIONAL  COUNCIL 

Mr.  Marsh.  I  am  managing  director  of  the  Farmers'  National 
Council  and  am  appearing  here  in  this  hearing,  Mr.  Chairman  and 
members  of  the  Federal  Trade  Commission,  at  the  direct  request  of 
the  Farm  Labor  Union  of  America.  I  have  their  letter  asking  me  to 
appear,  but  I  ^all  not  take  time  to  read  it  unless  you  desire  me  to 
do  so.    I  can  put  it  in  the  record. 

The  Chairman.  You  may  put  it  in  the  record  if  you  desire. 

(Letter  referred  to  not  furnished  the  reporter.) 

Mr.  Marsh  (continuing).  May  I  briefly  state  what  the  Farm 
Labor  Union  of  America  is?  It  is  a  farmers'  organization  started 
three  years  ago  last  month,  to  which  only  farmers  who  live  on  their 
farms,  whether  they  are  owners  or  tenants  or  hired  men  or  what, 
are  eligible.  They  have  about  300,000  members,  about  125,000  m 
Texas.  Their  program  calls  for  the  farmers,  the  cotton  growers,  to 
ascertain  their  cost  of  production.  They  meet  once  a  year,  and  they 
give  in  their  averages,  and  they  take  the  State  averages,  and  then  the 
national  organization  averages.    They  do  that  in  order  that  they  may 
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not  onlj  combat  the  boll  weevU,  but  also  the  bale  weevil.  The  bale 
weevil  IS  the  cotton  exchanges  and  the  gamblers  in  cotton,  and  they 
are  doing  their  best  to  defeat  them. 

I  niight  say  that  I  had  an  opportunity  to  see  very  thoroughly  the 
conditions,  because  I  spent  seven  weeks  this  summer  going  around 
to  different  farm  labor  picnics,  in  Texas  and  Arkansas  and  Oklahoma, 
and  this  organization  goes  a  little  further  in  their  program  and  calls 
for  writing  up  as  members  all  the  cotton  growers  in  those  seven 
States.  After  they  get  about  75  per  cent  of  all  the  cotton  growers 
as  members,  and  be  able  to  control  legislation,  they  are  going  to  have 
municipal  and  State  cotton  mills  right  there  where  tke  cotton  is 
raised.  They  don't  want  anybody  to  make  any  money  out  of  cotton 
except  the  folks  that  do  some  work  in  relation  to  cotton. 

The  Chairman.  Right  at  that  point,  that  is  the  prospective 
cooperative  scheme  for  the  manufacture  of  their  product.  Do  they 
now  sell  cotton  as  a  cooperative  association  ? 

Mr.  Marsh.  What  they  do  is  this.  They  have  a  school  for  cotton 
growers  at  Tyler,  Tex.,  a  six  or  seven  weeks'  course.  They  get 
farmers'  boys,  whom  they  can  trust,  and  teach  them  how  to  grade 
cotton.  Then  the  individual  members  s'^ll  their  cotton  through 
these  graded  salesmen,  who  are  distributed  around,  one  practically 
in  every  county  where  there  is  an  organization.  A  graded  salesman 
is  one  who  knows  how  to  grade  cotton.  They  take  the  market,  the 
best  price  they  can  get,  but  they  are  not  satisfied  with  that,  naturally, 
because  they  have  not  been  getting  the  cost  of  production. 

The  Chairman.  They  sell,  however,  as  individuals;  they  do  not 
sell  as  an  association? 

Mr.  Marsh.  They  sell  as  individuals,  that  is,  each  cotton  grower 
is  an  individual.  '  They  do  not,  however,  write  up  their  members  for 
a  long-term  contract.  The  Texas  Farm  Bureau  or  Cotton  Association 
writes  up  their  members,  if  I  remember  correctly,  for  seven  years, 
an  ironclad  contract.  They  are  now  suing  those  poor  busted  cot- 
ton growers  down  South  for  $5,000,000  for  selling  their  cotton 
outside,  and  not  paying  a  big  salary  to  Aaron  Sapiro,  who  is  the 
J.  P.  Morgan  of  the  cotton  business  down  there,  ana  we  are  going  to 
ask  an  investigation  of  Congress  as  to  how  much  the  topnotchers 
have  to  make  before  the  farmers  can  get  in  on  some  of  it.  Before 
Congress  meets  we  are  going  to  have  a  demonstration  here  on  this 
very  proposition. 

Here  are  some  of  the  suggestions  the  Farm  Labor  Bureau  has  asked 
me  to  make. 

They  recognize  that  you  are  a  fact  finding  commission  and  you 
can  not  enact  legislation,  but  you  can  reconmiend  legislation,  and  I 
would  like  to  stop  long  enough  to  say  that  there  is  not  another  national 
agency,  in  my  judgment,  after  talking  in  about  30  agricultural 
States— that  there  is  not  another  national  agency  in  which  the  Farm- 
ers' Union  as  a  whole  have  the  confidence  that  they  have  in  the 
Federal  Trade  Commission. 

The  Chairman.  That  is  very  gratifying  to  us. 

Mr.  Marsh.  If  it  were  not  true  I  would  not  state  it.  I  also  would 
like  to  say  that  it  is  something  like  when  my  cx)llege  president  gave 
me  a  recommendation.  He  said  a  reconunendation  is  a  statement 
of  the  things  you  are  expected  to  do  from  now  on.     [Laughter.] 
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We  are  now  living  in  the  hopes  and  in  the  confidence  that  the  judg- 
ment of  the  farmers  will  not  be  shattered  in  what  they  think  of  the 
Federal  TYade  Commission. 

Here  is  the  proposition,  gentlemen:  The  first  thing  asked  is  this — 
and  they  report  it  to  you  not  because  you  can  enact  le^gislation,  but 
because  it  is  their  conviction  that  they  want  to  have  you  feel  the  same 
way  about  it,  if  possible.  They  want  first  the  Norris-Sinclair  Govern- 
ment marketing  corporation  bill,  and  other  means  of  aiding  the  or- 
ganize and  unorganized  cotton  farmers  in  cutting  out  the  middleman 
and  speculators,  and  stabilizing  the  price  of  cotton.  They  recognize 
very  clearly  that  you  can  not  enact  that  law,  but  they  are  not  par- 
ticularly worried  over  the  troubles  of  the  bale  weevil,  the  gentlemen 
who  speculate  in  cotton,  they  just  want  painlessly  to  let  him  find 
some  nonest  method  of  making  a  hving  and  then  they  will  invite 
him  down  to  try  to  make  a  living  in  the  forks  of  the  creek  in  Texas 
or  at  the  forks  of  the  creek  in  Arkansas.  They  are  not  worried  over 
the  details  of  these  things  you  are  discussing  now  to  any  extent. 
You  will  have  to  discuss  them  for  some  years.  It  may  not  be  in  1924, 
but  1928  the  people  will  have  captured  Congress.  It  will  be  gratify- 
ing to  have  you  folks  point  out  how  Congress  has  never  yet  been  able 
to  control  or  prevent  speculation  in  cotton,  and  the  astounding  thing 
about  the  farm  situation  to-day  is  this,  that  the  consumers  of  farm 
products  are  paying  enough  for  farm  products  to  beat  all  the  legiti- 
mate costs  of  transportation  and  distribution,  and  still  give  the 
farmers  the  cost  of  production  plus  a  reasonable  profit. 

Cooperation  is  good,  but  it  has  its  limits,  it  has  its  limits  as  far  as 
the  world  market  is  concerned. 

You  ask  what  a  reasonable  profit  is.  I  asked  that  of  Mr.  Fitz- 
water,  president  of  the  Farm  Labor  Union.  I  asked  what  was  a 
reasonaole  profit  for  the  cotton  grower;  and  he  answered  my  question 
at  some  of  the  farm  picnics,  to  the  effect  that  the  farmer  shomd  have 
the  expense  of  production  and  about  $50  a  bale  profit. 

I  suppose  a  bale  weevil  would  not  think  that  was  any  profit  at  all, 
but  the  farmers  would  be  pleased,  for  the  time  being  at  least,  with  a 
net  profit  of  $50  a  bale. 

They  want  any  other  measure  which  Congress  can  enact  as  a 
means  of  helping  the  organized  and  unorganized  cotton  growers  to 
get  the  cost  of  production,  but  they  are  convinced  that  nothing  can 
be  done  as  long  as  the  middlemen  are  able  to  secure  the  benefits  and 
the  profits  which  the  cotton  growers  themselves  can  not  secure. 

Tney  want  the  Department  of  Agi'iculture  to  adopt  a  hands  off 
policy  as  between  the  Farm  Labor  Union  and  the  Farm  Bureau 
Cotton  Association,  and  also  as  between  the  farmers  and  the  bear 
gamblers. 

I  recognize  that  it  is  somewhat  diflScult  to  criticize  a  coordinate 
department  of  the  Government  here,  but  I  am  simply  making  a 
statement,  which  I  know  from  my  personal  talks  with  hundreds  of 
members  of  the  Farm  Labor  Union,  is  a  statement  which  they  fully 

beheve. 

The  Department  of  Agriculture  seems  to  be  working  with  the 
American  Tarm  Bureau  Federation,  which  all  of  the  progressive 
farm  organizations  of  the  country  are  fighting  tooth  and  nail.  The 
Department  of  Agriculture,  as  I  say,  seems  to  be  working  for  that 
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not  onlj  combat  the  boll  weevfl,  but  also  the  bale  weevfl.  The  bale 
weevil  IS  the  cotton  exchanges  and  the  gamblers  in  cotton,  and  thev 
are  domg  their  best  to  defeat  them. 

I  might  say  that  I  had  an  opportmiity  to  see  very  thoroughly  the 
condUions,  because  I  spent  seven  weeks  this  summer  going  around 
to  different  farm  labor  picnics,  in  Texas  and  Arkansas  and  Oklahoma 
and  this  organization  goes  a  little  further  in  their  program  and  calls 
for  writing  up  as  members  all  the  cotton  growers  m  those  seven 
States.  After  they  get  about  75  per  cent  of  all  the  cotton  growers 
as  members,  and  be  able  to  control  legislation,  thev  are  going  to  have 
municipal  and  State  cotton  mills  right  there  where  tke  cotton  is 
raised.  They  don't  want  anybody  to  make  any  money  out  of  cotton 
except  the  folks  that  do  some  work  in  relation  to  cotton. 

The  Chairman.  Right  at  that  point,  that  is  the  prospective 
cooperative  scheme  for  the  manufacture  of  their  product.  Do  they 
now  sell  cotton  as  a  cooperative  association  ? 

Mr.  Marsh.  What  they  do  is  this.  They  have  a  school  for  cotton 
growers  at  Tyler,  Tex.,  a  six  or  seven  weeks'  course.  They  get 
farmers  boys,  whom  they  can  trust,  and  teach  them  how  to  grade 
cotton.  Then  the  individual  members  sell  their  cotton  through 
these  graded  salesmen,  who  are  distributed  around,  one  practicafiy 
in  every  county  where  there  is  an  organization.  A  graded  salesman 
IS  one  who  knows  how  to  grade  cotton.  They  take  the  market,  the 
best  price  thev  can  get,  but  they  are  not  satisfied  with  that,  naturally 
because  they  have  not  been  getting  the  cost  of  production.  ' 

The  Chairman.  They  sell,  however,  as  individuals;  they  do  not 
sell  as  an  association? 

Mr.  Marsh.  They  sell  as  individuals,  that  is,  each  cotton  grower 
is  an  individual.  They  do  not,  however,  write  up  their  members  for 
a  long-term  contract.  The  Texas  Farm  Bureau  or  Cotton  Association 
writes  up  their  members,  if  I  remember  correctly,  for  seven  years, 
an  ironclad  contract.  They  are  now  suing  those  poor  busted  cot- 
ton growers  down  South  for  $5,000,000  for  selling  their  cotton 
outside,  and  not  paying  a  big  salary  to  Aaron  Sapiro,  who  is  the 
J.  P.  Morgan  of  the  cotton  business  down  there,  and  we  are  going  to 
ask  an  investigation  of  Congress  as  to  how  much  the  topnotchers 
have  to  make  before  the  farmers  can  get  in  on  some  of  it.  Before 
Congress  meets  we  are  going  to  have  a  demonstration  here  on  this 
very  proposition. 

Here  are  some  of  the  suggestions  the  Farm  Labor  Bureau  has  asked 
me  to  make. 

They  recognize  that  you  are  a  fact  finding  commission  and  you 
can  not  enact  legislation,  but  you  can  reconmiend  legislation,  and  I 
would  like  to  stop  long  enough  to  say  that  there  is  not  another  national 
agency,  in  my  judgment,  after  talking  in  about  30  agricultural 
States — that  there  is  not  another  national  agency  in  which  the  Farm- 
ers' Union  as  a  whole  have  the  confidence  that  they  have  in  the 
Federal  Trade  Commission. 

The  Chairman.  That  is  very  gratifying  to  us. 

Mr.  Marsh.  If  it  were  not  true  I  would  not  state  it.  I  also  would 
like  to  say  that  it  is  something  like  when  my  college  president  gave 
me  a  recommendation.  He  said  a  recommendation  is  a  statement 
of  the  things  you  are  expected  to  do  from  now  on.     [Laughter.] 


We  are  now  living  in  the  hopes  and  in  the  confidence  that  the  judg- 
ment of  the  farmers  will  not  be  shattered  in  what  they  think  of  the 
Federal  Trade  Commission. 

Here  is  the  proposition,  gentlemen:  The  first  thing  asked  is  this — 
and  they  report  it  to  you  not  because  you  can  enact  legislation,  but 
because  it  is  their  conviction  that  they  want  to  have  you  feel  the  same 
way  about  it,  if  possible.  They  want  first  the  Norris-Sinclair  Govern- 
ment marketing  corporation  bill,  and  other  means  of  aiding  the  or- 
ganized and  imorgamzed  cotton  farmers  in  cutting  out  the  middleman 
and  speculators,  and  stabilizing  the  price  of  cotton.  They  recognize 
very  clearly  that  you  can  not  enact  that  law,  but  they  are  not  par- 
ticularly worried  over  the  troubles  of  the  bale  weevil,  the  gentlemen 
who  speculate  in  cotton,  they  just  want  painlessly  to  let  hina  find 
some  nonest  method  of  making  a  hving  and  then  they  will  invite 
him  down  to  try  to  make  a  living  in  the  forks  of  the  creek  in  Texas 
or  at  the  forks  of  the  creek  in  Arkansas.  They  are  not  worried  over 
the  details  of  these  things  you  are  discussing  now  to  any  extent. 
You  will  have  to  discuss  them  for  some  years.  It  may  not  be  in  1924, 
but  1928  the  people  will  have  captured  Congress.  It  will  be  gratify- 
ing to  have  you  folks  point  out  how  Congress  has  never  yet  been  able 
to  control  or  prevent  speculation  in  cotton,  and  the  astounding  thing 
about  the  farm  situation  to-day  is  this,  that  the  consumers  of  farm 
products  are  paying  enough  for  farm  products  to  beat  all  the  legiti- 
mate costs  of  transportation  and  distribution,  and  still  give  the 
farmers  the  cost  of  production  plus  a  reasonable  profit. 

Cooperation  is  good,  but  it  has  its  limits,  it  has  its  limits  as  far  as 
the  world  market  is  concerned. 

You  ask  what  a  reasonable  profit  is.  I  asked  that  of  Mr.  Fitz- 
water,  president  of  the  Farm  Labor  Union.  I  asked  what  was  a 
reasonable  profit  for  the  cotton  grower;  and  he  answered  my  question 
at  some  of  the  farm  picnics,  to  me  effect  that  the  farmer  shomd  have 
the  expense  of  production  and  about  $50  a  bale  profit. 

I  suppose  a  bale  weevil  would  not  think  that  was  any  profit  at  aU, 
but  the  farmers  would  be  pleased,  for  the  time  being  at  least,  with  a 
net  profit  of  $50  a  bale. 

They  want  any  other  measure  which  Congress  can  enact  as  a 
means  of  helping  the  organized  and  unorganized  cotton  growers  to 
get  the  cost  of  production,  but  they  are  convinced  that  nothing  can 
be  done  as  long  as  the  middlemen  are  able  to  secure  the  benefits  and 
the  profits  which  the  cotton  growers  themselves  can  not  secure. 

They  want  the  Department  of  Agi'iculture  to  adopt  a  hands  off 
policy  as  between  the  Farm  Labor  Union  and  the  Farm  Bureau 
Cotton  Association,  and  also  as  between  the  farmers  and  the  bear 
gamblers. 

I  recognize  that  it  is  somewhat  difficult  to  criticize  a  coordinate 
department  of  the  Grovemment  here,  but  I  am  simply  making  a 
statement,  which  I  know  from  my  personal  talks  with  hundreds  of 
members  of  the  Farm  Labor  Union,  is  a  statement  which  they  fully 

beheve. 

The  Department  of  Agriculture  seems  to  be  working  with  the 
American  Farm  Bureau  Federation,  which  all  of  the  progressive 
farm  organizations  of  the  country  are  fighting  tooth  and  nail.  The 
Department  of  Agriculture,  as  1  say,  seems  to  be  working  for  that 
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organization  and  is  working  against  this  program  of  the  Farm  Labor 
Union  of  America. 

Secretary  Wallace  was  as  good  a  friend  as  the  farmer  ever  had,  but 
he  is  now  working  for  this  Farm  Bureau.  The  Secretary  went  back 
and  had  somebody  else  go  back  4000  B.  C.  and  said  that  there  never 
had  been  a  successful  price  fixing.  Now,  we  don't  ask  a  specific  price 
to  be  fixed  by  Congress  year  after  year,  but  the  handling  of  cotton  the 
Farm  Labor  Union  feels,  must  be  taken  out  of  the  hands  of  the 
speculator,  and  10  years  hence  it  will  be  primarily  the  producers 
and  the  ultimate  users  of  cotton  that  I  think  will  appear  before  this 
commission. 

The  Chairman.  Count  No.  2,  which  I  have  listened  to  attentively, 
I  should  say  that  is  a  matter  which  should  be  presented  to  the  Depart- 
ment of  Agiiculture  rather  than  to  us. 

Mr.  Marsh.  I  appreciate  that,  and  I  am  glad  you  raised  the  point, 
because  they  are  gomg  to  have  a  congressional  investigation  of  the 
Department  of  Agriculture,  which  will  be  one  of  the  most  interesting 
thin^  that  has  lately  taken  place.  Of  course,  what  I  am  saying  here 
is  being  said  under  instructions.     I  am  acting  under  instructions. 

The  Chairman.  What  is  point  3  ? 

Mr.  Marsh.  The  third  point  is  this.  More  decent  treatment  for 
the  dirt-farmer  organizations  (the  Farm  Labor  Union)  and  less  favorit- 
ism for  the  sidewalk  and  larger  farmer  aggregations,  the  American 
Farm  Bureau,  the  War  Finance  Corporation,  the  land  bank,  etc. 

Now,  they  make  the  direct  charge  that  the  intermediate  credit  bank 
established  under  the  credit  law  of  the  last  Congress  has  stated  to 
them,  down  at  Houston,  the  officials  of  it,  that  they  would  not  loan 
monej  on  warehouse  certificates  to  any  farmers  in  cotton  growers' 
associations  unless  that  cotton  growers'  association  has  a  long-time 
contract;  in  other  words,  several  of  the  cooperative  associations  have 
tried  a  long-term  contract,  for  five  or  seven  or  ten  years,  or  whatever 
it  may  be.  Now,  if  that  is  correct,  and  they  later  send  me  further 
evidence  on  that  matter,  it  is  saying  to  us  that  that  is  a  matter  which 
in  the  general  inquiry  you  are  making  of  the  cotton  industry  you 
might  be  at  liberty  to  investigate. 

They  state  cotton  farmers  are  badly  affected  by  the  instabihty  of 
the  price  of  cotton  caused  by  gambling.  In  1922  most  farmers  got 
only  20  cents,  although  the  price  ultimately  went  up  to  30  cents;  and 
this  year  few  farmers  will  get  more  than  26  cents,  and  every  indication 
is  that  cotton  will  go  to  35  cents.  If  the  boll  weevil  was  killed  and 
we  had  had  a  crop  of  twelve  million  bales  this  year,  it  is  likely  the 
price  of  cotton  would  be  somewhere  down  around  15  or  18  cents. 
Certainly  if  we  had  the  world  crop  we  had  in  1914,  23  million  and  more 
bales,  the  cotton  growers  woula  expect  to  get  near  the  cost  of  pro- 
duction. 

They  feel  that  the  amount  of  cotton  is  not  the  factor  to  determine 
what  price  the  farmer  shall  get.  They  want  the  farminoj  of  their 
lands,  the  production  of  cotton,  taken  out  of  the  influence  of  gambling 
and  they  want  to  see  if  there  is  a  crop  of  14  million  bales  or  4  miUion 
bales  that  the  cotton  grower  of  the  United  States  gets  the  cost  of  pro- 
duction and  a  reasonable  profit.  If  this  administration  can  not  bring 
that  about,  we  will  get  an  administration  that  can. 

In  other  words,  it  is  the  function  of  the  Government  to  do  that. 
The  farmers  are  not  in  the  speculative  business,  neither  the  wheat 
growers  or  the  cotton  growers. 
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The  Chairman.  Of  course  the  men  that  grow  that  cotton  down 
there,  whether  members  of  this  organization  or  not,  do  not  deal  in 
futures  themselves. 

Mr.  Marsh.  No;  they  don't  do  any  gambling. 

Tlie  Chairman.  Thev  actually  sell  the  cotton.  If  the  future 
market  should  be  aboUsned  do  you  believe,  and  do  they  believe,  that 
it  would  be  to  their  injury,  that  it  would  hurt  them? 

Mr.  Marsh.  It  might.  As  I  stated  in  opening,  this  is  a  matter 
the  details  of  which  I  do  not  know.     You  have  asked  for  my  opinion. 

The  Chairman.  Let  us  have  your  opinion,  inasmuch  as  it  would 
not  be  fair  to  use  the  opinion  of 

Mr.  Marsh  (interrupting).  No;  it  would  not  be. 

The  Chairman.  Wnat  is  your  opinion?  Suppose  the  cotton 
future  market  to-day  was  cut  off,  there  was  an  end  of  it,  allowing  a 
certain  time  for  adjustment — and  it  takes  quite  a  time  to  adjust 
things  to  such  a  change — but  say  beginning  next  August,  would  the 
absence  of  that  future  market  from  the  United  States  harm  the 
cotton  grower  or  would  it  help  him  ? 

Mr.  Marsh.  I  can  not  see  that  it  would  harm  him  very  much, 
and  one  reason  is  this.  I  think  that  last  month  the  Department  of 
Agriculture  issued  a  statement  countering  the  statement  of  the 
farmers  that  they  got  a  much  better  price  for  their  crop  toward 
the  end  of  the  year  than  immediately  alter,  in  other  words,  that  the 
grain  exchange  performed  a  useful  function,  there  was  a  difference 
of  six  or  seven  cents  or  possibly  eight  cents  a  bushel,  which  would 
barely  meet  carrying  charges.  Now,  all  that  proves  the  farmers 
never  get  a  fair  price,  with  or  without  gambfing  in  futures.  There 
may  be  a  few  exceptions,  such  as  the  fruit  organizations  and  the 
tobacco  organizations. 

I  don't  think  the  abohshing  of  gambling  will  particularly  affect 
the  prices  the  farmers  get  because  as  long  as  me  big  financial  interests 
have  control  of  the  marketing  of  those  products,  the  farmer  is  going 
to  get  just  as  httle  as  they  want  to  pay  him.  And  we  do  feel  that 
it  is  a  government  function  to  have  a  general  coordinating  marketing 
organization,  which  is  not  a  substitute  for  the  local  farmers'  cooper- 
ative organization,  but  it  will  make  those  more  possible. 

Now,  it  is  difficult  to  see  why  gambling  or  dealing  in  futures  should 
be  a  protection  to  a  fellow  after  the  crop  has  gone  out  of  his  hands. 
Of  course  the  wheat  and  the  cotton  gets  out  of  the  hands  of  the 
farmer  very  rapidly,  particularly  the  wheat. 

So  I  can  not  see  what  effect  that  would  have,  it  is  hard  for  me  to 
see,  because  I  spent  four  years  in  the  graduate  schools  of  Ohio  and 
Pennsylvania  learning  the  old  line  economics,  and  I  have  had  to  try 
to  forget  them  for  the  last  twenty  years. 

So  we  do  not  believe  any  cotton  exchange  or  stock  exchange  can 
affect  the  price  of  cotton  or  wheat  very  materially  until  [if?]  the 
farmer  can  control  tlirough  Government  agency  or  individually,  I 
mean  as  an  organization,  can  control  his  cotton  or  his  wheat  prac- 
tically through  to  the  ultimate  consumer. 

The  Chairman.  I  am  getting  the  drift  of  your  ailment.  Your 
argument  is  this:  That  you  do  not  seem  to  be  very  much  concerned 
one  way  or  the  other  with  the  future  market;  and.  you  say  that  the 
practical  marketing  of  cotton  is  a  local  sale  plus  the  national  govern- 
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mental  marketing  of  surplus,  and  of  the  whole  crop  of  the  countty- 
that  IS  about  what  you  say?  ^ 

Tif'  r^^®°'  ^®^'  ^^^'  substantially, 
i^  Inln^^Trf"'''  7?V  superimpose  iipon  any  scheme  here  that  there 
IS  going  to  be  no  relief  to  tlie  farmer  untU  the  whole  crop  is  marketed 
by  the  governmental  agencies?  ^      umrKei^a 

Mr.  Marsh.  CertaiiSy,  as  to  cotton.  I  do  not  see  any  other  way 
out  until  we  have  one  or  both;  that  is,  the  governmental  marketing 
^cTa'tio^'    '""^    '^"   ^"™''''    efficientl/  managed    cooperativf 

The  Chairman    Suppose  you  have  got  your  national  organiza- 
tion going,  your  local  organization  and  your  cotton,  your  national 
organization  to  take  care  of  the  surplus.     How  would  you  get  tha 
cotton  to  the  spinner?  .        ^ 

Mr.  Marsh  I  would  leave  it  up  to  the  Government  marketing 
corporation  I  would  personally  not  give  you  any  advice  about 
tnat.     L»et  them  hire  a  man  that  knows  their  job 

The  Chairman.  Then  do  you  think  there  would  be  any  depriva- 
tion there  to  the  spinner  which  would  prevent  him  from  taking  care 
of  forward  orders  and  forward  buying? 

Mr.  Marsh    It  seems  to  me  it  would  be  a  protection  to  the  spinner 

hi  ^«!7f    I-  ^  f."""^  ""^  ^^^'V'  '^  ?i?^  ^^^^g  ^«  g«  ^"«h  below  what 
he  paid  for  his  cotton;  and  so  he  will  be  protected  in  that  respect. 

1  tJunk  one  of  the  things  business  men  want  most  is  stability 
^d  assurance  that  there  is  not  going  to  be  a  violent  fluctuation 
fin^anci^  U^  ^^^   *  ^         ^^^^  concerns  have  gone  on   the  rocks 

Of  course  the  whole  purpose  is  to  avoid  and  prevent  speculation 
m  farm  products,  and  this  national  organization  is  consistent,  the 
whole  organization  is  out  against  land  speculation  and  against  taxes 
on  improvements  and  machinery  and  letting  unused  land  go  without 
taxation.     They  want  to  prevent  speculation  in  farm  lands. 

Ihe  Chairman.  Is  this  No.  4? 

Mr  Marsh.  Those  are  some  of  the  conditions  which  thev  are 
complaining  of.  ^j    aic 

The  Departnaent  of  Agriculture,  through  publishing  bearish  cotton 
conditions  m  their  reports,  usually  just  when  cotton  gamblers  hold 
the  price  of  cotton  down,  is  injuring  the  cotton  grower. 
.1.  1  aI^  ^^^^  Department  of  Agriculture  and  its  agents,  and 
the  land  bank  working  with  the  farm  bureau  cotton  associations 
which  do  not  handle  one-tenth  of  the  cotton  handled  by  the  Farm 
L.abor  Union  of  Amenca,  are  injuring  the  cotton  growers. 

The  Federal  Farm  Land  Bank  officials  in  Houston,  Texas,  as  I 
have  said,  have  informed  the  Farm  Labor  Union  that  the  inter- 
mediate credits  are  only  for  cotton  organizations  that  have  a  time 
contract,  and  the  Farm  Labor  Union  does  not  ask  any  cotton  grower 
to  sip  any  compulsory  contract  of  tliis  sort.  The  intermediate 
credit  banks  seem  to  be  used  to  help  the  cooperative  organizations 
afhiiated  with  tlie  farm  bureau  and  those  wliich  get  their  credit 
through  Mr  Sapiro,  agent  for  Mr.  Eugene  Meyer,  jr.,  managing 
director  of  the  Finance  Corporation,  which  seems  an  unwarranted 
discrimination  against  the  Farm  Labor  Union  membership. 

Ihe  Chairman.  I  would  like  to  ask  you  some  questions  on  these 
three  tilings.     I  know  you  are  not  an  expert,  but  you  have  been 
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listening  here  and  I  would  like  to  ask  you  what  you  say  as  to  this 
southern  warehouse  delivery  proposition.  That  delivery  can  be 
made  at  the  southern  warehouse  as  it  is  at  present  made  at  New 
Orleans,  what  would  you  say  to  extending  that  ? 

Mr.  Marsh.  Why,!  don  t  see  why  there  should  be  any  discrimi- 
nation against  one  locality  and  another  locaUty,  why  you  should  not 
be  allowed  to  make  delivery  any  place  you  want  to.  But  I  don't 
know  this  end  of  it.  These  folks  who  have  been  through  this  whole 
thing  and  know  it  could  not  get  up  here.  They  have  simply  reached 
this  conclusion  as  to  how  tliey  want  to  get  out  of  this  situation,  and 
I  am  not  authorized  to  express  personal  opinions  one  way  or  tlie 
other. 

The  Chairman.  But  what  do  you  say  about  those  ten  tenderable 
grades,  because  we  are  going  to  have  that  up  in  Congress.  It  is  up 
there  all  the  time;  men  are  making  speeches  about  it,  and  there  is 
quite  a  little  school  in  the  Senate  which  holds  to  the  belief  that  the 
ten  tenderable  grades  in  section  5  of  the  present  law  allow  too  much 
latitude  in  satisfying  the  contract  for  future  delivery.  What  do  you 
think  about  it? 

Mr.  Marsh.  My  opinion  on  that  would  be  simply  that  of  a  tyro; 
but  January  6,  7,  8,  and  9  we  are  going  to  have  four  or  five  of  the 
National  and  State  officials  of  the  Farm  Labor  Union  here.  I  don't 
know  whether  you  have  to  complete  your  report  by  that  time  or  not, 
but  I  would  rather  not  express  an  opinion,  and  I  would  like  to  write 
to  them  and  get  them  to  submit  their  opinion  in  writing.  I  would 
rather  not  do  it  personally. 

Hie  Chairman.  Have  you  anything  to  say  on  that  proposition 
about  established  differences? 

Mr.  Marsh.  No;  I  have  not.  I  don't  know  anything  about  that, 
the  technical  aspects  of  that,  and  I  have  learned  enough,  since  I  have 
been  talking  a  great  deal,  not  to  talk  about  something  I  don't  know 
anything  about.  I  don't  know  that  subject;  it  is  a  technical  thing. 
But  I  would  like  to  get  their  opinion  also  on  that,  and  ask  tliem  to 
submit  it  in  writing. 

The  Chairman.  Well,  there  is  no  mistake  at  all  that  you  are 
against  the  futures  market? 

Mr.  Marsh.  As  representing  the  Farm  Labor  Union,  very  dis- 
tinctly. 

The  Chairman.  And  I  take  it  personally  you  do  not  differ  much 
from  those  you  represent  in  that  respect  ? 

Mr.  Marsh.  Not  in  the  slightest.     I  thank  3^ou  very  much. 

STATEMENT  OF  MR.  HARVEY  JORDAN,  ST.  MATTHEWS,  S.  C, 
REPRESENTING  THE  AMERICAN   COTTON  ASSOCIATION. 

Mr.  Jordan.  Mr.  Chairman  and  gentlemen,  I  want  to  say  that  I 
am  here  to  represent  the  American  Cotton  Association,  that  particular 
group  of  the  association  which  is  known  as  the  cotton  growers,  and 
their  local  business  affdiations  throughout  the  cotton  State. 

The  American  Cotton  Association  also  has  in  its  membership 
manufacturers  and  cotton  merchants,  cotton  brokers,  and  practically 
every  department  in  the  cotton  trade. 

I  am  going  to  discuss  these  three  propositions  from  the  standpoint 
of  the  growers,  because  these  other  groups  can  discuss  the  matters 
that  interest  them  just  as  well  or  even  better  than  I  can. 
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Now,  in  regard  to  deliveries  at  southern  warehouses,  the  cotton 
growers  of  the*  South  are  opposed  to  that  proposition. 

Commissioner  Nugent.  Just  a  moment.  How  many  growers,  as 
you  term  them,  are  members  of  your  association?  ,       ,       , 

Mr  Jordan.  Anywhere  from  tliree  hundred  thousand  to  four  hun- 
dred thousand  members  in  the  eight  hundred  and  five  cotton-growmg 
counties.  They  oppose  southern  warehouse  dehvery  for  two  reasons. 
One  is  that  they  regard  it  as  impracticable,  and  the  second  reason  is 
that  it  would  perhaps  tend  to  have  a  depressmg  effect  upon  spot 

^^Now,  I  think  it  has  been  pretty  generally  brought  out  at  this  hear- 
ing that  the  New  York  ancl  New  Orleans  cotton  exchanges  function 
larcrely  for  hedging  purposes,  for  the  benefit  of  the  cotton  merchants 
and  other  traders  who  are  engaged  in  the  buying  and  handling  of 
spot  cotton.  It  has  also  developed  that  the  sellers  of  a  contract  want 
to  make  it  very  difficult  to  defiver  that  contract.  Now,  if  that  be 
true— and  I  regard  it  as  true,  because  I  have  studied  the  cotton  ex- 
change problem  for  the  last  twenty-five  years— if  that  is  the  policy 
of  the  seller,  it  could  be  used  to  just  as  good  advantage  if  we^had 
southern  deliveries  just  as  it  is  to-day. 

We  know  that  the  seller  of  a  contract  on  the  New  York  or  INew 
Orleans  Cotton  Exchange  to-day  can  fill  that  contract  in  any  one  or 
all  of  ten  grades.     Now,  if  we  have  ten  delivery  points  in  the  bouth, 
and  I  buy  a  one  hundred  bale  contract,  and  the  man  who  sells  me 
that  contract,  when  I  call  for  that  cotton,  knowing  that  he  can 
deliver  that  contract  in  one  or  ten  grades,  and  at  ten  different  points, 
would  perhaps  deliver  me  one-tenth  of  it  in  New  York,  one-tenth  m 
Memphis,  one-tenth  in  Galveston,  one-tenth  in  Norfolk,  and  perhaps 
at  all  points  it  would  be  a  different  grade,  unless  the  law  was  so 
changed  as  to  compel  him  to  defiver  it  aU  at  one  particular  market 
Doiirt,  and  I  doubt  if  that  compulsion  would  be  carried  with  the  law. 
So  i  do  not  see  how  it  is  possible  to  pass  a  law  of  that  kmd  unless 
the  New  York  Cotton  Exchange  is  wilfmg  to  allow  the  buyer  to  call 
for  an  even-running  grade,  and  that  would  convert  the  exchange  then 
into  a  spot-cotton  exchange  and  not  the  cotton  futures  hedge  exchaige. 
I  am  satisfied  that  the  establishment  of  an  amendment  of  that 
kind  to  the  cotton  futures  contract  would  be  a  hardship  upon  the 
smaller  cotton  merchant.  .,    .       i  ^v^* 

I  realize,  and  have  for  years  and  years,  that  as  long  as  we  market 
cotton  as  the  American  cotton  crop  is  marketed,  both  for  the  benent 
of  the  grower  and  the  spinner,  it  is  absolutely  necessary  to  have 
well-organized  cotton  exchanges,  for  the  purpose  of  stabilizing,  as 
far  as  possible,  and  making  uniform,  the  price  of  spot  cotton  at  aU 
of  the  varied  marketing  points  throughout  the  country. 

I  antagonized  the  old  contract  that  was  used  on  the  old  New 
York  Cotton  Exchange  for  a  good  many  years  I  objected  very 
seriously  to  their  method  of  arranging  the  price  differences  and  to 
the  delivery  of  practically  aU  grades  of  cotton  that  could  be  grown 
on  a  contract.  But  since  the  Lever  Act  was  passed  and  the  business 
was  put  under  the  jurisdiction  of  the  Federal  department,  1  think 
we  have  had  a  fairly  good  contract,  and  so  far  as  1  know  the  people 
generalljr  are  satisfied  with  it.  They  do  not  ask  for  any  material 
changes  in  the  law. 


We  realize  that  it  is  impracticable  to  pass  any  law  under  our 
present  method  of  conducting  the  exchanges  which  would  give  the 
Duyer  the  right  to  call  for  any  specific  grade  of  cotton,  because  the 
seller  of  a  contract  sells  sometning  very  often  that  he  does  not 
possess,  and  he  does  not  know  whether  ne  will  ever  get  it  or  not, 
and  to  require  him  to  dehver  even-running  grades,  or  any  three 
particular  grades,  in  a  contract,  would  have  to  caiTy  with  it  tne  right 
to  regulate  our  seasons  and  the  amount  of  different  grades  produced 
that  year. 

The  Chairman.  Why  is  there  not  a  limitation  on  these  ten  grades 
as  against  the  twenty  which  you  oppose? 

N&.  Jordan.  Because  there  never  has  been  a  season  when  we 
could  not  raise  those  ten  grades,  not  in  my  recollection,  and  I  have 
been  in  the  game  forty-five  years. 

The  Chairman.  Has  there  ever  been  a  season  when  you  did  not 
raise  twenty  grades? 

Mr.  Jordan.  Well,  since  the  boll  weevil  came  among  us,  we  do 
not  have  much  late  cotton,  very  little,  and  unless  we  have  an  un- 
usually bad  season  in  September  and  October,  the  farmers  are  very 
apt  to  pick  a  fairly  good  grade  of  cotton;  but  up  to  the  invasion  of 
the  boll  weevil  I  have  myself  picked  out  cotton  a  great  many  years 
in  the  middle  and  latter  part  of  March  of  the  following  year,  and  of 
course  that  cotton  was  of  a  very  low  grade.  But  we  nave  no  such 
experiences  now.  Whether  it  will  ever  come  back  again  or  not, 
I  QO  not  know. 

The  Chairman.  Have  you  anjr  idea  what  proportion  of  the 
cotton  production  of  the  United  States  is  really  now  within  the  ten 
grades  of  section  5 — ^what  percentage  approximately? 

Mr.  Jordan.  Well,  I  should  say  that  m  the  old  States  east  of  the 
Mississippi  River  practically  all  of  it  is  within  the  ten  grades.  There 
may  be  in  portions  of  Oklahoma  and  Texas,  where  they  are  still 
picking  cotton,  they  may  have  some  out  of  the  lower  grades,  hke 
ordinary  and  good  ordinary  and  grades  of  that  type. 

The  Chairman.  I  have  a  recollection,  Mr.  Jordan,  back  about 
ten  years,  that  before  the  law  was  changed  at  all  there  was  an  attack 
on  a  variety  of  cotton  that  it  seems  to  me  was  called  "red  dog." 
Was  there  a  ''red  dog"? 

Mr.  Jordan.  *^Rea  spider." 

The  Chairman.  Well,  what  has  become  of  "red  spider"? 

Mr.  Jordan.  Pretty  active  this  year. 

The  Chairman.  It  is  not  within  the  ten  grades  of  cotton  I 

Mr.  Jordan.  Oh,  you  are  speaking  of  a  grade  of  cotton? 

The  Chairman.  Yes. 

Mr.  Jordan.  I  thought  you  were  speaking  of  an  insect.  [Laugh- 
ter.] 

The  Chairman.  There  was  a  very  inferior  grade  of  cotton,  which 

I  thought  was  cidled  '^red  dog." 

A  Voice.  ''Dog  tail." 

The  Chairman.  What  is  "dog  tail"?  Now,  what  has  become  of 
the ''dog  tail"  cotton? 

Mr.  Jordan.  Well,  we  get  the  cotton  before  we  reach  the  tail  now, 
the  cotton  is  picked  out  before  we  get  that  far  along.  The  boll 
weevil  gets  all  of  the  late  cotton. 
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The  Chairman.  Then  you  say  that  practically  all  of  the  cotton 
that  IS  produced  m  the  United  States  comes  within  the  ten  grades 
of  section  5  ? 

Mr.  Jordan.  I  don't  say  all  of  it,  but  I  would  say  practically  all 
of  it  does.  *^ 

The  Chairbian.  So  that  the  old  twenty  grades  we  had  before  1914 
have  diminished  to  ten  ? 

Mr.  Jordan.  Unless  they  are  gathered  in  the  forms  of  what  we 
call  hollies.  You  know  boUies  is  late  cotton  where  the  boll  is  cut 
and  It  won't  open,  the  frost  gets  it.  They  get  in  there  and  puU  of! 
those  bolls  and  carry  them  to  a  hulling  gin,  and  have  them  hulled 
and  run  through  the  gin.  It  is  immature,  short  staple,  and  of  a 
very  low  grade  type.  It  is  known  as  hollies,  and  of  course  is  not 
tenderable  on  contracts. 

The  Chairman.  Where  does  the  linter  get  into  this? 

Mr.  Jordan.  The  linter  is  the  regin  of  the  seed.  The  first  process 
is  to  separate  the  seed  from  the  plant,  and  those  seed  are  soW  to  the 
oil  mills,  and  when  they  reach  the  oil  mill  they  are  run  through  gins 
that  are  equipped  to  take  off  that  little  short  fur,  off  the  seed,  and 
the  first  run  is  known  as  mattress  linters;  that  is,  it  is  long  enough 
to  manufacture  various  things  out  of. 

The  Chairman.  Horse  collars? 

Mr.  Jordan.  Yes. 

The  Chairman.  Where  is  the  linter  grade  in  the  cotton  market, 
what  do  you  call  them? 

Mr.  Jordan.  Just  call  them  linters,  first  run  linters  and  second 
run  linters;  where  there  is  a  sufficient  demand  to  authorize  a  second 
run,  as  we  did  through  the  war. 

The  Chairman.  Is  there  a  future  demand  for  linters? 

Mr.  Jordan.  No.  it  is  not  quoted;  neither  is  long  staple  cotton. 
We  have  no  way  of  protecting  what  is  known  as  staple  cotton,  any- 
thing that  runs  above  an  inch  and  a  sixteenth  begins  to  get  into  the 
class  of  better  staple. 

The  Chairman.  Does  the  Arizona  cotton  have  a  future  market? 

Mr.  Jordan.  No;  not  at  all. 

The  Chairman.  Why  not? 

Mr.  Jordan.  Because  it  is  a  long-staple  cotton,  it  is  Egyptian 
cotton.  We  import  it  from  Egypt  and  they  plant  it  in  Arizona, 
and  it  will  run  from  one  and  a  quarter  to  one  and  three  quarters. 

The  Chairman.  Suppose  I  was  a  spinner;  why  should  I  not  have 
a  right  to  protect  myself  against  the  forward  purchase  ? 

Mr.  Jordan.  Because  there  is  such  a  small  quantity  produced. 

The  Chairman.  But  does  that  affect  the  proposition  that  I  ought 
to  be  protected?  It  might  go  up  in  price,  why  should  I  not  have  a 
right  to  hedge  on  that? 

Mr.  Jordan.  Because  there  is  no  exchange  that  handles  it. 

A  Voice.  There  is  one  Egyptian  market.     It  is  in  Liverpool. 

The  Chairman.  So  there  would  be  a  chance  for  me  to  take  care 
of  myself  by  going  out  of  the  country? 

A  VOICE.  Yes. 

Mr.  Jordan.  Now  about  the  only  suggestion  we  would  offer  is 
this.  We  are  opposed  to  any  drastic  changes  in  the  present  contract. 
We  do  not  think  it  would  serve  any  good  purpose.  There  is  a  pretty 
strong  sentiment,  though,  that  this  contract  should  be  amended  so 
as  to  give  the  buyer  a  httle  more  equal  right  with  the  seUer  in  regard 


to  the  date  for  delivery.  In  other  words,  the  seller  now  h^  about 
thirty  days  in  which  to  deliver  a  contract  on  certain  specified  tender 
days.  The  buyer  can  only  demand  toward  the  latter  part  of  tlie 
month— about  the  last  five  days  ,.,...     j  ^i.^ 

The  su2<'estion  is  that  the  seller  has  the  right  to  tender  on  say ,  the 
25th  of  tfcmonth.  Say  it  falls  on  Friday.  Xet  the  buyer  then  have 
theright  to  call  the  following  Thursday.  Then  the  next  Friday  he 
still  has  tlie  right  to  tender,  and  the  next  Thursday  the  buyer  can 

have  the  right  to  call.  ,    ,  ...        .i    .  •       „  „ 

That  would  give  the  buyer  a  little  better  standing;  that  is,  on  a 
more  equal  basis  with  the  seller,  than  he  now  occupies. 

That  is  about  the  only  suggestion  that  we  have  to  offer  m  connec- 
tion with  any  revision  of  the  present  act. 

Now  in  regard  to  price  differences  m  the  grades,  that  question 
has  been  looked  into  pretty  fully  and  we  l^ajebeeii  considering  it 
?,!L  the  standpoint  o*f  the  intrinsic  value  of  the  difterent  grades 
in  other  words  start  at  the  primary  source,  what  is  cotton  grown  for? 
Grow^  tX  spim  into  yarns,  first.  Then,  if  that  be  true,  the  price 
of  t^  different  grades  should  reflect  their  relative  value  when  con- 

'*The  Government  thought  enough  of  that  proposition  a  few  years 
ago  to  spend  fifty  thousand  dollars  to  make  a  test.  Those  t^^  were 
^  six  Afferent  grades,  on  good  middlmg,  fair,  and  gomg  down  U> 

^"Xhrilfof  the  test  was  that  there  was  practically  no  difference 
in  the  breaking  strength  of  the  yams,  and  very  httle  difference  m  the 

"^"fs^ems  to  me  that  that  matter  ought  to  be  investigated  becai^ 
the  present  wide  differences  between  the  grades  makes  a  pretty  heavy 
ttTupon  the  grower.  It  costs  the  Tanner  just  as  much  money 
TpZi  Ld  cultivate  and  harvest  gm,  pack,  and  seU  a  bale  of  low 
middUng  cotton  as  it  does  a  bale  of  middhng  cotton. 

5  there  is  but  httle  difference  between  the  value  of  one  grade  as 
comoared  with  another,  when  converted  into  yarns,  the  primary 
prp^e  tor  which  that  cotton  is  gro^^-n,  it  seems  to  me  it  ought  to 
S^  an  important  factor  m  arrivmg  at  the  price  differences 
between  those  grades  in  the  spot  markets  of  the  country.  .     . 

Now  of  <^u?se,  the  question  might  arise  that  tl^f «  f  ^  *  ^f  t^f 
demand  for  one  pwticuhfr  grade  than  another;  but  I  don't  thmk  that, 
paSariv  in  tWes  like  tlds,  when  we  know  that  every  ba^e  of  cot- 
E  gS  into  consumption  and  there  will  not  be  enough  to  meet 
the  demani  of  the  world,  I  don't  thmk  there  is  any  reason  why  these 
Sfference^  should  be  widening  up  to  two  hundred  and  fifty  pointe- 
and  I  understand  that  in  the  near  future  they  wdl  reach  five  hundred 
DO  ntsT$25  a  bale  between  low  middhng  and  middlmg  cotton. 

Th^  Chairman.  How  are  you  going  to  get  aperson  to  buy  cotton 
hedS^n^w^t?    You  can  not  do  itby  law     ;WW  is  gomg  to  prevent 
them  eiving  a  premium  for  the  particular  kmd  they  want* 
Mr.^o^AN^^  We  don't  ask  them  to  give  any  premium,  but  sunply 

* Vhe'cHAiKMAN.  But  your  proposition  seems  to  convey  to  my  mind 
that  a  spinner  preferring  one  cotton  over  another  cotton  should  be 

''"nSIokpan    No"'S  ''l  mSn  a  spinner  who  is  ™  middhng 
co^n  should  not  parmiddling  prices  Ld  a  spinner  who  is  usmg  low 
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middling  should  buy  his  at  two  or  three  hundred  points  cheaper  when 
he  will  get  practically  as  much  money  out  of  his  yarns  as  fiie  other 
one. 

Mr.  Cramer.  I  beg  to  differ  with  that.  I  say  that  that  is  absurd, 
and  I  am  a  spinner. 

Mr.  JoRpAN.  I  have  the  statement  here  made  by  the  Government, 
and  I  would  like  to  file  it. 

The  Chairman.  Mr.  Cramer,  if  you  interrupt,  you  have  to  do  it 
with  Mr.  Jordan's  consent,  as  he  has  the  floor. 

Mr.  Jordan.  I  do  not  [?]  say  that  here  are  tests  made  by  the 
1^  ederal  Government,  and  it  shows  a  very  small  difference  between 
the  weight  and  breaking  strength  of  the  different  yams,  and  now  if 
you  are  prepared  to  disprove  that,  I  would  be  glad  to  have  vou 
do  it.  "^ 

Mr.  Cramer.  May  I  answer  that  to  this  extent?  It  is  a  question 
of  the  machinery  required  to  do  that.  If  there  is  no  object  as  to  the 
amount  of  machinery  required  to  treat  low-grade  cotton,  that  is  true, 
but  that  Question  was  entered  into  at  one  of  our  conventions  and 
was  proved  to  be  untrue.     I  am  afraid  you  are  not  up  to  date  on  that. 

Mr.  Jordan.  Perhaps  not,  but  I  am  j'ust  depending  on  what  the 
Government  tests  have  been.  If  you  say  it  is  not  true,  of  course  you 
ought  to  know  something  about  it. 

Mr.  Cramer.  I  say  it  is  quite  as  true  as  all  the  other  Government 
statements  which  you  fellows  occasionally  dispute  when  it  suits  your 
purpose. 

The  Chairman.  You  are  not  as  far  apart  as  you  think.  You  made 
one  statement,  that  cotton  of  different  staples  had  equal  strength, 
and  Mr.  Cramer  says  that  there  is  a  mechanical  difference  in  the 
spindJes  and  in  the  machinery  used,  the  machinery  a  spinner  operates, 
which  makes  cotton  of  different  staples,  even  if  they  are  of  the  same 
strength,  a  different  proposition  to  the  spinner. 

Mr.  Jordan.  I  am  simply  going  by  the  tests  made  by  the  Govern- 
ment. Of  course,  if  that  is  false,  I  have  been  misled,  but  I  still  stick 
to  my  statenmet  until  it  has  been  proven  to  be  incorrect.  That  is 
about  all. 

The  Chairman.  Now,  Dr.  Stevens,  do  you  wish  to  ask  any  ques- 
tions? 

Doctor  Stevens.  No  questions. 

The  Chairman.  I  have  been  holding  some  of  the  best  speakers 
to  the  last.     Mr.  Goldman,  are  you  getting  tired  ? 

Mr.  Goldman.  I  have  a  telegram  from  tne  exchange  that  I  would 
like  to  read. 

The  Chairman.  Suppose  you  come  forward  and  talk  a  little. 

STATEMEKT  OF  ME.  J.  I.  GOLDMAN,  OF  DALLAS,  TEX. 

Mr.  (joldman.  I  was  sent  here  by  the  exchange  without  any  in- 
structions, and  yesterday  I  received  the  following  telegram,  which  I 
would  like  to  read : 

Mr.  J.  L.  Goldman, 

Care  Otis  B.  Johnson,  Chairman  Federal  Trade  Commission, 

Washington,  D.  C: 
We  are  informed  that  you  have  under  serious  consideration  a  plan  by  which 
deliveries  will  be  made  at  warehouses  at  southern  ports  against  contracts  in  the 
New  York  market.    Before  adopting  this  change  we  desire  to  say  that  in  our 


opinion  it  will  bring  on  the  most  disastrous  consequences;  to  the  interest  of  the 
producers  of  cotton  it  will  make  possible  bear  manipulation.  As  each  month 
nears  maturity  large  merchants  with  enormous  stocks  in  warehouses  at  delivery 
points  can  at  any  time,  without  moving  a  bale  of  cotton,  tender  a  half  million 
bales  on  the  near  months  in  New  York,  when  the  trade  is  not  prepared  to  take  it 
and  depress  the  market  far  below  the  economic  value  by  sheer  force  of  quantities. 
We  mention  [inaintain]  that  near  month  premiums  are  logical  with  short  crops. 
We  also  maintain  that  what  the  world  needs  most  are  larger  crops,  and  the  first 
consideration  should  be  the  interest  of  the  producers,  and  we  are  unalterably 
opposed  to  any  method  which  will  make  possible  the  artificial  depression  of  the 
values  to  the  producer  while  he  is  in  the  process  of  marketing  his  crop.  Spot 
quotations  to-day  are  very  largely  influenced  by  the  near  month  future  quota- 
tions, and  when  you  make  bear  manipulation  possible  by  easy  and  artificial  de- 
livery of  abnormal  quantities  of  cotton,  you  simultaneously  artificially  depress  the 
spot  values  throughout  the  South  during  a  period  of  short  crops  such  as  we  are 
now  having.  It  is  the  difficulty  of  securing  quantities  of  cotton  for  near  months 
delivery  which  keeps  bear  manipulation  from  attacking  the  near  months.  In 
the  future  markets  it  is  the  logical  consequence  of  short  crops  and  we  can  not  see 
where  there  is  any  demand  for  or  any  reason  why  artificial  methods  should  be 
brought  in  to  bring  about  a  widespread  depression  in  values  of  spot  cotton. 
If  you  are  of  the  opinion  that  something  should  be  done  to  curb  undue  bull 
speculation  in  near  months,  we  think  if  you  will  change  the  present  law  limiting 
the  number  of  grades  tenderable  and  which  has  at  present  outlawed  a  very  great 
percentage  of  the  farmers'  cotton,  you  will  have  gone  a  long  way  towards  pre- 
venting the  evils  which  you  probably  have  in  mind.  We  suggest  that  you  in- 
crease the  nimiber  of  tenderable  grades  to  cover  a  greater  percentage  of  what 
the  producer  has  to  sell. 

The  Chairman.  Then  the  impression  I  got  is  not  correct.  I  got 
the  impression,  from  casual  reading,  that  Dallas  was  a  kind  of  leader 
or  pioneer  in  this  scheme  for  southern  warehouse  delivery.  Now  that 
is  all  wrong,  is  it  not  ? 

Mr.  Goldman.  Well,  Mr.  Chairman,  as  stated  to  you  at  the  outset, 
when  I  was  asked  to  come  up  here  I  asked  whether  the  president  had 
any  instructions,  and  he  saia  no;  to  come  up  here  as  a  tree  lance  and 
see  what  was  done. 

The  Chairman.  Did  the  exchange  at  Dallas  ever  make  an  ex- 
pression in  favor  of  that  proposition  ? 

Mr.  GrOLDMAN.  My  impression  is  that  they  have  not. 

The  Chairman.  Who  is  the  guilty  party  that  told  me  thev  had? 

Mr.  Goldman.  A  short  time  ago  there  was  a  gentleman  that  came 
from  this  department  to  Dallas,  and  I  think  he  made  the  rounds. 
Now,  he  visited  the  various  heads  of  the  firms  in  Dallas,  and  doubtless 
from  them  he  got  an  expression ;  but  just  what  each  one  said,  of  course, 
I  have  no  means  of  knowing.  But  I  am  strictly  of  the  opinion  that 
no  action  has  ever  been  taken  by  the  Dallas  exchange.  If  an 
opinion  has  been  expressed,  it  has  always  been  a  personal  opinion. 

The  Chairman.  Did  our  agent  interview  you? 

Mr.  Goldman.  Yes. 

The  Chairman.  Do  you  remember  the  expression  you  gave  him  ? 

Mr.  (Joldman.  Yes;  I  told  him  I  favored  the  extension  of  the 
contract,  but  I  was  doubtful  in  my  mind  as  to  the  advisability  of  the 
interior  deliveries.  I  am  quite  sure  he  interviewed  several  other 
firms,  but  I  don't  know  who  they  were. 

Mr.  Blanchard.  I  have  a  letter  from  the  Dallas  exchange  written 
April  18th  and  signed  by  Mr.  J.  L.  Goldman.  It  is  as  follows: 

Commission  appointed  by  U.  S.  Senate  to  investigate  operation  of  the  N.  Y,  Cotton 

Exchange,  Washington,  D.  C: 

Gentlemen:  It  is  the  sense  of  the  Dallas  Cotton  Exchange,  expressed  through 
its  directors,  that  the  present  operation  of  the  New  York  and  New  Orleans 
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Cotton  Exchanges  operating  under  the  existing  U.  S.  future  act  fails  to  function 
m  the  manner  for  which  said  exchanges  were  originaUy  organized  and  as  such 
exchanges  should  function;  that  is,  to  facilitate  the  buying  and  selling  of  spot 
cotton  m  a  manner  to  conserve  the  interests  of  and  to  act  as  a  protection  to  all 
people  engaged  in  such  business  from  the  producer  to  the  ultimate  consumer  of 
law  cotton. 

Under  the  present  law  limiting  the  number  of  grades  delivera'ble  on  future 
contracts  to  the  ten  following  grades: 


1.  Middling  fair. 

2.  Strict  good  middling. 

3.  Good  middling. 

4.  Strict  middling. 
6.  Middling. 


6.  Strict  low  middling. 

7.  Low  middling. 

8.  Strict  good  middling  tingea. 

9.  Good  middling  tinges. 
10.  Strict  middling  tinges. 


a  large  per  cent  of  the  cotton  crop  is  outlawed,  and  under  the  present  rule  of  the 
Government  future  act,  limiting  the  delivery  on  contracts  in  New  York  and  New 
Orleans  to  such  cotton  as  is  on  hand  in  New  York  and  New  Orleans  warehouses 
designated  by  said  exchanges,  the  opportunity  is  offered  any  firm  or  group  of 
hnns,  who  are  strong  enough  financially,  to  bring  about  an  unnatural  and  unwar- 
ranted pnce  on  one  particular  option,  as  compared  with  the  selling  value  of  the 
cotton  in  any  of  the  other  markets  of  the  world,  to  the  detriment  and  loss  of  the 
legitimate  trade  who  have  sold  or  purchased  said  option  against  spot  cotton  in 
the  bouth,  and  without  adding  one  point  to  the  value  of  the  rest  of  the  crop  as  a 

Be  it  therefore  resolved  by  the  DaUas  Cotton  Exchange,  That  vour  committee  is 
petitioned  to  take  such  steps,  and  to  use  its  influence  to  the  end  that  a  law  be 
passed  by  (Jongress: 

First.  Increasing  the  tenderable  grades  for  delivery  on  New  York  and  New 
Orleans  contracts  to  include  all  grades  of  the  value  of  Strict  Good  Ordinary  and 
up,  as  designated  by  the  U.  S.  Bureau  of  Standards. 

Second.  To  make  it  legal  to  tender  cotton  for  delivery  on  New  York  and 
v^u  u  ^^"^  contracts  in  any  of  the  ten  designated  spot  markets  of  the  South 
which  have  proper  warehouse  facilities  and  designate  warehouses  for  such  pur- 
poses; the  value  of  such  deliveries  to  be  equalized  by  freight  differential  and 
charges  which  accrue  towards  making  spot  delivery  against  New  York  or  New 
Orleans  contracts,  as  the  case  may  be. 
Very  truly  yours, 

J.  L.  Goldman,  President. 
r  -7^®  ^^IRMAN.  The  answer  to  that,  Mr.  Goldman,  is  that  you 
folks  down  there  have  changed  your  mind? 

Mr.  Goldman.  Yes.  In  fact,  I  had  really  forgotten  this.  I  did 
not  recall  this  at  the  moment. 

The  Chairman.  I  am  interested  because  you  come  from  my  sec- 
tion of  the  country,  and  we  have  to  be  watchful  of  the  southern 
people. 

Mr.  Goldman.  Well,  there  is  the  letter  and  there  is  the  telegram. 

The  Chairman.  Well,  they  do  not  jibe,  and  there  must  be  some 
reason  for  that.  This  is  evidently  a  matter  of  some  controversy, 
this  southern  warehouse  proposition.  We  have  men  from  New  York 
here,  one  m  particular,  who  ably  presented  the  proposition,  Mr. 
Clayton  on  one  side,  and  we  have  called  others  who  have  presented 
It  equally  ably  on  the  other  side.  Now,  Dallas's  first  thought  on  this 
was  that  it  would  be  a  pretty  good  thing  to  have  ten  delivery  points 
down  South,  and,  of  course,  Dallas  would  be  one  of  them.  Now, 
your  actual  personal  opinion,  which  I  care  a  good  deal  for,  is  what? 
Is  it  a  good  thing  or  not? 

Mr.  Goldman.  I  tell  jou  candidly  I  can  not  say. 

The  Chairman.  That  is,  vou  mean  you  don't  know? 

Mr.  Goldman.  We  would  be  branching  off  into  something  thai 
would  be  an  experiment.  It  would  be  only  an  expression  of  opinion, 
one  man's  opinion  agamst  another's,  and  one  man's  opinion  is  as 


good  as  another^s  as  to  the  future.  I  have  never  been  able  to  call 
the  market  the  following  morning,  and  I  do  not  see  how  you  can  tell 
about  this.  You  might  change  your  mind,  just  as  it  has  apparently 
been  with  the  Dallas  Cotton  Exchange.  We  have  new  directors 
every  twelve  months,  and  the  new  directors  may  have  different 
opinions  from  the  old  directors.  I  don't  know  how  many  were  present 
wlien  this  meeting  took  place,  but  there  is  a  telegram  there  snowing 
every  man  that  signed  the  telegram  protesting  against  the  change. 

The  Chairman.  This  change  in  directors  was  hard  on  the  presi- 
dent. Here  is  another  question.  I  have  followed  the  world.  We 
do  a  lot  of  talking  about  Wall  Street  and  the  influences  of  Wall 
Street.  If  sentiment  in  a  Kansas  town  changes  over  night  and  some 
leader  changes  the  sentiment,  then  we  wonder  if  we  do  not  have 
some  communication  with  the  folks  down  Wall  Street.  Is  there  an}- 
mysterious  and  telepathic  pressure  from  you  on  Wall  Street  to  bring 
about  a  change  like  this? 

Mr.  Goldman.  The  only  time  I  have  ever  come  in  contact  with 
Wall  Street  is  when  they  call  for  margin.  They  have  been  calling 
for  it  three  times  a  week.  I  think  a  lot  of  these  gentlemen  will  bear 
me  out  in  that  statement. 

The  Chairman.  Dr.  Stevens,  do  you  want  to  ask  any  questions? 

Doctor  Stet«ens.  Yes,  sir.  Did  you  yourself  personnafly  at  one 
time  favor  southern  warehouse  delivery? 

Mr.  Goldman.  I  do  not  think  I  have  ever  at  any  time  stated  that 
that  I  have  absolutely  favored  it  or  was  against  it. 

Doctor  Stevens.  Was  not  there  a  letter  sent  by  your  exchansje  in 
1922  to  several  Congressmen  and  Senators  recommending  southern 
warehouse  delivery? 

Mr.  Goldman,  rossibly  so,  but  I  would  not  say  positively. 

Doctor  Stevens.  Would  that  letter  have  been  sent  merely  on  the 
vote  of  the  board  of  directors  only? 

Mr.  Goldman.  It  may  have  oeen  the  result  of  a  stockholders* 
meeting;  I  am  not  sure.  The  letter  itself,  though,  I  think,  would 
explain  whether  it  was  a  board  of  directors'  or  whether  it  was  a 
stockholders'  meeting. 

Doctor  Stevens.  You  do  not  know  yourself,  then,  personally, 
whether  recommendations  made  to  certain  Congressmen  and  Senators 
for  southern  warehouse  delivery  expressed  the  opinion  of  the  exchange 
or  the  opinion  of  the  directors?     Is  that  your  position? 

Mr.  Goldman.  I  would  say  in  either  case  perhaps  it  was  not 
unanimous. 

Doctor  Stevens.  Did  you  yourself  sign  that  letter  to  the  various 
Senators  and  Representatives? 

Mr.  Goldman.  I  do  not  remember.  If  it  was  passed  by  the 
board  of  directors,  naturally  I  signed  it;  that  is,  if  I  was  president 
at  the  time. 

Doctor  Stevens.  You  do  not  remember  whether  you  signed  such 
a  letter  or  not? 

Mr.  Goldman.  -No,  I  could  not  say.  It  would  be  a  matter  of 
record. 

Doctor  Stevens.  You  do  not  know  the  circumstances? 

Mr.  Goldman.  No. 

Doctor  Stevens.  Would  it  be  possible  for  you  to  advise  us  as 
to  the  facts  of  the  /jase,  whether  it  was  a  vote  of  the  exchange  or  a 
vote  of  the  board  of  directors? 
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Mr.  Goldman.  I  suppose  our  records  would  show  it 

Doctor  Stevens    TV  ould  you  advise  us  in  regard  to  that  matter! 

Mr.  Goldman.  Yes,  sir. 

Doctor  Stevens.  Thank  you  very  much. 

The  Chairman  Mr.  Jenks,  are  vou  ready?  Mr.  Jenks,  I  under- 
stand, IS  pro  on  this.     You  rather  favor  some  modification? 

Mr.  Jenks  Mr.  Chairman,  I  am  not  prepared  to  make  a  state- 
ment, but  1  stated  I  would  be  very  glad  to  answer  any  questions. 

The  Chairman.  I  know  that  is  true,  and  that  is  very  agreeable 

vO    US. 

Mr.  ^Ks.   My  name  is  William  P.  Jenks,  of  New  York 

Ihe  Chairman.  Dr.  Stevens,  you  do  the  talking 

Mr.  Jenks  I  would  like  to  say  at  the  outset  that  I  am  in  favor  of 
extension  of  dehvery  of  cotton  against  a  New  York  contract  to  south- 
em  ports. 

Doctor  Stevens.  Mr.  Jenks,  in  the  event  that  such  a  system  were 
adopted  would  you  favor  the  deliveries  being  made  at  a  differential 
under  the  New  York  pnce?- 

Mr.  Jenks.  I  would. 

Doctor  Stevens.  Would  you  tell  us  why  you  do  so? 

Mr.  Jenks.  The  reason  is  pretty  well  expressed  by  the  reasons 
given  by  some  of  the  former  speakers.  If  the  ports  were  put  on  a 
parity  with  New  York,  so  that  cotton  dehvered  at  those  places 
would  be  delivered  at  the  same  price  as  New  York,  I  fear  that  tenders 
might  have  a  depressing  effect  on  the  contract,  which  I  would  not 
want  to  see.  If  a  proper  differential  were  made,  and  I  think  a  proper 
differential  would  be  about  the  freight  and  charges  from  the  port  to 
bring  cotton— if  that  differential  were  made,  I  think  tender^,  even 
in  lai^e  quantities,  if  made  (and  I  do  not  think  they  would  be  made) 
would  not  have  a  depressmg  effect  on  the  contract.  That  is  mv 
re^on.     My  idea  is  to  arrive  at  a  contract  fair  to  all 

Commissioner  Thompson.  Wliat  is  your  business? 
Mr.  Jenks.  My  business  is  a  cotton  broker.     I  have  had  some 
merchant  expenence  also,  but  I  am  not  a  merchant  at  the  present 
i/ixne. 

Doctor  Stevens  What  would  be  your  basis  for  determining  the 
point[s]  that  should  be  selected  for  delivery  on  southern  warehouse 
delivery  ? 

Mr.  Jenks.  I  am  not  sure  in  regard  to  that,  what  points  I  might 
favor  eventually,  inasmuch  as  any  change  in  delivery  would  bl  a 
radical  change,  and  inasmuch  as  I  think  everything  of  a  radical 
nature  should  be  tried  out  gradually  before  being  put  into  effect 
1  would  select  ports  only  to  start  on.     The  ports  that  I  favor  pro- 
vidled  the  laws  of  the  States  would  not  interfere  with  such  delivery 
and  provided  the  warehouse  facilities  were  adequate,  would  be  the 
ports  of  Norfolk,  Savannah,  New  Orleans,  Houston,  and  Galveston 
1  do  not  wish  to  take  the  attitude  that  other  ports  or  points  could 
not  be  mcluded  at  some  later  date,  if  desirable,  and  if^this  should 
work. 

Doctor  Stevens.  In  other  words,  then,  you  would  say  that  there 
IS  no  mherent  difficulty  m  usinff  interior  points  as  well  as  port  points? 

Mr.  Jenks.  I  thmk  it  would  be  very  inadvisable  to  start  with 
interior  pomte,  because  it  would  make  a  very  comphcated  system 
somewhat  difficult  to  work  out,  and  I  would  prefer  to  try  this  in  a 
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very  simple  form  at  first,  and  I  would  start  with  ports  as  a  very 
simple  form. 

Doctor  Stevens.  Would  that  be  less  true  if  you  had  no  differential  ? 

Mr.  Jenks.  Do  you  ask  me  that  in  regard  to  simplicity,  or  what? 

Doctor  Stevens.  Yes.  I  mean,  would  there  be  less  difficulty  in 
working  out  a  system  for  interior  points  if  there  were  no  differentials 
under  New  York? 

Mr.  Jenks.  I  do  not  think  an  interior  system  could  be  worked  out 
properly  if  there  were  no  differentials. 

Doctor  Stevens.  What  system  of  differences  would  you  use  in 
the  event  that  southern  warehouse  delivery  were  employed,  the  same 
as  at  the  present  time,  or  a  different  system  ? 

Mr.  Jenks.  I  see  no  reason  for  changing  the  present  system. 

Doctor  Stevens.  You  would  not  favor,  then,  the  establishment  of 
the  widest  differences  in  the  grades  above  middling  and  the  narrowest 
for  grades  below? 

Mr.  Jenks.  I  think  that  subject  is  one  worthy  of  consideration, 
but  I  am  not  prepared  to  say  that  I  would  favor  it.  I  am  rather 
inclined  to  favor  the  present  system  employed. 

Doctor  Stevens.  Would  this  system,  if  it  were  installed,  require 
any  particular  extension  of  warehouse  supervision  at  the  soutkem 
points  ? 

Mr.  Jenks.  I  think  it  would.     I  am  sure  it  would. 

Doctor  Stevens.  Do  you  consider  that  that  would  be  an  obstacle 
in  the  way  of  the  introduction  of  such  a  system? 

Mr.  Jenks.  I  do  not.  I  beUeve  that  that  could  be  safeguarded. 
The  safe  warehousing  of  cotton  in  the  South  could  be  both  safe- 
guarded and  insured. 

Doctor  Stevens.  It  has  been  contended  that  a  system  of  southern 
warehouse  deliveries  would  afford  a  great  deal  of  difficulty  in  the 
matter  of  financing  satisfactorily.  Do  you  consider  that  that  view 
is  correct? 

Mr.  Jenks.  That  would  depend  upon  whether  I  am  correct  in  my 
statement  of  safe  warehousing.  If  I  am  correct  in  my  assumption 
and  belief  that  warehousing  in  the  South  can  be  made  thoroijghly  safe 
and  insured,  there  should  be  and  I  beheve  would  be  no  difficulty  in 
financing  that  cotton  by  any  banks  in  the  United  States.    • 

Doctor  Stevens.  If  you  used  such  a  system,  would  you  prevent 
squeezing  of  the  near  positions  that  now  occur  [s]  quite  frequently  in 
New  York,  or  that  are  said  to  occur  quite  frequently  in  New  York? 

Mr.  Jenks.  In  answering  that  question,  rather  than  use  the  word 
"squeeze,"  I  had  rather  use  the  words  ''position  in  New  York  going 
as  to  unnatural  premium  or  discount."  1  think  that  nothing  in  short 
crop  years  can  prevent  at  times  the  near  positions  going  to  a  premiimi, 
but  I  believe  if  such  a  system  were  adopted,  it  woidd  prevent  an 
imnatural  premium  or  discount  of  the  near  position. 

Doctor  Stevens.  WovM  there  possibly  he  [would  it  be  possible  for] 
a  merchant  who  has  sold  hedges,  to  carry  these  hedges  into  the  deliv- 
ery nuirket  [month]  or  at  least  treat  [close  to]  the  delivery  marlcet 
[month]  with  a  greater  degree  of  support  [safety]  than  he  could  at  the 
present  time  ? 

Mr.  Jenks.  I  believe  it  would. 

Doctor  Stevens.  Would  the  adoption  of  southern  warehouse  deliv- 
eries remove  a  certain  amount  of  the  hedge  selling  pressure  on  the 
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distant  months  hy  new  exchanaes,  [now  existing]  owing  to  the  dislike  of 
the  average  individual  to  sell  short  in  the  near  months? 

Mr.  Jenks.  I  do  not  know  that  I  understand  that  question.  I 
think  broadly  it  would  facilitate  hedging. 

Doctor  Stevens.  My  point,  Mr.  Jenks,  is  this,  that  as  we  have  been 
advised  of  the  situation,  most  hedging  sales  are  placed  in  the  distant 
months. 

Mr.  Jenks.  Most  hedge  sales? 

Doctor  Stevens.  Most  hedge  sales  are  placed  in  the  distant 
months,  because  people  do  not  dare  to  sell  the  near  months,  on  ac- 
count of  a  fear  that  the  price  will  go,  as  you  suggested,  to  an  unnatur- 
ally hi^  level  in  those  near  months. 

Mr.  Jenks.  Yes. 

Doctor  Stevens.  What  I  would  like  to  find  out  is  whether  or  not, 
if  you  had  southern  warehouse  delivery,  you  would  not  remove  a 
considerable  amount  of  that  hedging  pressure  on  the  disant  months; 
in  other  words,  if  the  people  would  tend  to  sell  the  near  month  more 
frequently  than  thev  sell  it  at  the  present  time? 

Mr.  Jenks.  I  understand  the  question  now.  They  would  sell  the 
near  positions  more  frequently. 

Doctor  Stevens.  Now,  I  would  like  to  inquire,  Mr.  Jenks,  specific- 
ally again,  although  I  think  you  have  already  answered  it  in  part,  as 
to  the  matter  of  bear  manipulation.  You  take  the  position,  as  I 
understand  it,  that  the  adoption  of  southern  warehouse  delivery 
would  not  tend  to  create  any  bear  manipulation  of  the  market? 

Mr.  Jenks.  I  believe  it  would  not  if  southern  warehousing  were 
adopted  with  a  proper  differential  under  the  New  York  market.  I 
make  that  strong  proviso,  because  I  think  there  might  be  some  if  the 
delivery  ports  or  points  were  made  even  with  New  York. 

Doctor  Stevens.  Is  it  your  theory  that  the  differential  there 
would  be  the  primary /ac<  of  [factor  in]  tending  to  check  that  heavy 
selling  or  threat  to  sell? 

Mr.  Jenks.  I  do  not  think  there  would  be  very  much  bear  manipu- 
lation, due  to  heavy  selling.  What  you  refer  to,  I  beUeve,  as  a 
manipulation,  you  might  be  referring  more  to  heavy  deliveries. 

Doctor  Stevens.  The  threat  of  heavy  deUveries,  I  should  have 
stated. 

Mr.  Jenks.  I  do  not  think,  if  the  proper  discount  were  made, 
that  heavy  deliveries  would  be  made. 

Doctor  Stevens.  Do  you  think  that  there  would  be  any  other 
checks  or  any  corrections  which  might  be  emploj-ed  to  check  any 
possibilities  of  bear  manipulation?  For  example,  would  a  ten-day 
pre  [free]  storage  period  given  by  the  seller  tend  to  prevent  heavy 
deliveries  ? 

Mr.  Jenks.  I  do  not  see  any  advantage  in  that,  and  I  do  not 
think  it  would  affect  the  delivenes  one  way  or  the  other. 

Doctor  Stevens.  Would  the  specification  of  grades  0/ [or]  staple 
or  both  and  the  points  of  delivery  m  the  delivery  notice  itself  operate 
to  check — well,  I  won't  say  to  check,  but  operate  to  promote  equitable 
trading? 

Mr.  Jenks.  I  think  specification  of  point  of  delivery  in  the  de- 
livery notice  should  be  made. 

Doctor  Stevens.  At  the  time  the  notice  is  issued? 
Mr.  Jenks.  At  the  time  of  the  delivery. 


Doctor  Stevens.  At  the  time  of  the  issuance  of  the  notice? 

Mr.  Jenks.  Yes;  at  the  time  of  the  issuance  of  the  notice,  I 
should  say. 

Doctor  Stevens.  In  other  words,  five  days  before  the  delivery? 

Mr.  Jenks.  Yes. 

Doctor  Stevens.  Would  that  same  statement  apply  to  both  grades 
and  the  staples? 

Mr.  Jenks.  I  do  not  think  it  would  be  fair  to  apply  it  as  to  grades 
and  staples,  for  the  reason  that  the  dehverer  might  not  alw^aj^s  be 
in  a  position  to  state  what  grades  he  was  going  to  deUver,  not  know- 
ing how  they  would  class  up. 

Doctor  Stevens.  In  other  words,  for  five  days  he  would  have  the 
opportunity  to  make  up  his  mind  as  to  what  he  would  dehver  on 
the  contract? 

Mr.  Jenks.  Not  alone  that.  He  would  have  the  time  to  have 
the  cotton  actually  classed. 

Doctor  Stevens.  Yes;  and  have  it  classed.  Is  there  any  par- 
ticular interest  in  the  cotton  trade  from  the  producer  through  the 
trade  that  you  think  would  be  particularly  at  a  disadvantage  under 
southern  warehouse  delivery?  The  producer  has  been  referred  to 
here  very  frequently  by  a  number  of  individuals  as  being  one  party 
that  would  be  likely  to  be  damaged.  We  have  also  heard  that  the 
small  dealer  will  suffer  very  much  under  southern  warehouse  de- 
liveries. 

Mr.  Jenks.  On  the  contrary,  I  think  it  would  be  to  the  advantage 
of  everyone  in  making  a  broader  market.  As  to  deliveries  to  the 
small  shipper  at  the  southern  points  or  ports,  I  think  he  would  be 
neatly  advantaged  by  having  the  cotton  dehvered  to  him  at  a  proper 
difference  under  New  York. 

Doctor  Stevens.  In  other  words,  he  could  take  up  cotton  very 
easily  under  that  system? 

Mr.  Jenks.  He  can  take  it  up  and  ship  it  to  any  point  in  the  world 
to  better  advantage  than  he  can  do  if  he  took  it  up  in  New  York. 

Doctor  Stevens.  What  would  you  think  would  be  the  general 
effect  of  this  system  on  future  prices?  Perhaps  I  ought  to  be  a  Uttle 
bit  more  specific  in  that.  For  example,  would  the  value  of  the  con- 
tract be  hkely  to  increase?  Would  the  relationship  of  spots  to 
futures  change?  Would  the  relationship  of  the  discoimts  on  the 
near  and  distant  months  change? 

Mr.  Jenks.  I  do  not  think  with  that  system  in  operation  that  there 
would  be  so  much  variation  as  there  is  at  the  present  time  between 
the  prices  of  spots  and  futures.  Under  the  present  system  at  times 
the  spot  markets  are  slightly  under  the  future  prices.  At  others  the 
spot  prices  are  very  mu3i  above  future  prices.  I  think  the  variation 
would  not  be  near  so  great  under  a  Southern  warehouse  system  of 
deliveries. 

Doctor  Stevens.  Do  you  think  the  value  of  the  contract  would 
tend  to  be  diminished  by  virtue  of  southern  warehouse  deliveries? 

Mr.  Jenks.  I  do  not.  I  think,  on  the  contrary,  it  would  be  in- 
creased if  we  had  these  differentials. 

Doctor  Stevens.  In  other  words,  what  would  be  your  opinion 
without  any  differential? 

Mr.  Jenks.  Without  any  differential,  if  cotton  could  be  delivered 
to  the  ports  at  the  same  price  that  it  was  dehvered  in  New  York, 
I  believe  it  would  lower  the  price  of  the  quoted  quantities. 
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Doctor  Stevens.  The  specific  advantage  of  the  diflferential,  then, 
would  be  a  higher-pnced  contract?  ' 

New\ork  ^^*  ^  ^^^^^  ^^^^  ^^^  ^  ^^®  ^^^^  ^®^®  ^*^®  ^^^  ^^"^ 

^f  !i''''^T  ,^'^^Y-^«V'  That  is  what  I  mean.  What  would  be  the  effect 
xV^  relationship  between  the  near  and  distant  future  months,  if  anv  ? 
Mr  Jenks.  An  unnatural  prices  for  the  near  months,  as  compared 
with  the  distant,  would  be  diminished.  I  differ  with  some  of  those 
who  have  spoken  before  me  that  we  would  have  continued  premiums 
on  the  distant  months.  On  the  contrary,  I  think  stiU  in  sliort-<5rop 
yearc  we  would  have  premiums  on  the  near,  but  I  do  not  think  we 
would  have  unnatural  premiums.  I  caU  a  position  an  unnatural 
premium  when  it  does  not  bear  the  true  relation  to  spot  cotton  If 
a  position  in  New  York  is  above  the  price  at  which  cotton  may  be 
bought  m  the  South  and  shipped  to  New  York,  I  say  it  is  in  an  un- 

II- Y^i,P?^^^^^^\    V^4«^  t^^  southern  warehouse  system  I  do  not 
tnmk  that  would  obtain  very  often. 

Doctor  Stevens.  Do  vou  think  the  producer  would  be  at  anv  par- 
ticular  disadvantage  under  this  system  ? 

Mr.  Jenks.  I  think  he  would  benefit  very  greatly  by  the  present 
system. 

Doctor  Stevens.  By  the  present  system  ? 

Mr.  Jenks.  I  think  he  would  benefit  very  greatly  above  or  over 
the  present  system.  ^  ©         ^ 

Doctor  Stevens.  Would  you  state  a  little  more  specificaUy,  or  can 
you  state  a  bttle  more  specifically,  how  you  think  he  would  benefit? 

1 J  u  ^  V?"  ^  *'^^f^  ^^^^  ^®  °®^  position  goes  to  a  premium  he 
would  be  able  to  get  his  cotton  to  market  much  more  quickly.  The 
principal  benefit  to  everyone  concerned,  however,  would  be  the  prac- 
tical elunination  of  near  positions  going  to  an  unnatural  premium, 
inat,  1  think,  is  a  great  benefit  to  the  trade,  because  it  does  a  great 
deal  of  harm  to  people  who  do  a  hedging  business. 

Doctor  Stevens.  You  think,  then,  that  the  chief  benefit  to  the 
producer  and  to  all  other  classes  would  have  to  rest  on  the  better 
relationship  between  spot  and  future  prices  ? 

Mr.  Jenks.  I  do,  because  I  beheve  that  would  result  in  making  a 
more  trusted  and  better  market  and  a  fairer  market  to  everyone  If 
the  trader  can  relv  on  what  he  believes  to  be  a  fair  market,  he  is 
more  hkely  to  trade  than  in  a  market  which  he  thinks  is  unfair 

Doctor  Stevens.  Do  you  think  that  such  a  system  might  possibly 
mcrease  the  amount  of  competition  in  the  cotton  business? 

Mr.  Jenks.  I  think  the  small  shipper  would  not  have  so  manv  dis- 
couragements as  at  present. 

Doctor  Stevens.  And  if  that  was  the  case  there  might  be  an  in- 
crease in  the  number  of  small  shippers? 

Mr.  Jenks.  Yes;  an  increase  in  competition. 

Doctor  Stevens.  How  would  you— or  in  the  event  of  the  adoption 
of  a  svstem  of  southern  warehouse  delivery,  do  you  think  that  it 
might  be  preferable  to  start  such  a  system  applying  to  only  one  point, 
for  example,  m  the  South,  to  see  how  it  would  work  out? 

Mr.  Jenks.  That  might  be  desirable.  If  I  personally  recom- 
mended this,  I  think  I  would  recommend  two  or  three  places  to  start 
with,  but  not  many. 

Doctor  Stevens.  In  other  words,  only  a  limited  number? 
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>         Mr.  Jenks.  Only  a  limited  number  at  first. 

The  Chairman.  Have  you  finished,  Doctor  Stevens! 
Doctor  Steven*.  No;  I  have  several  questions  more. 
The  Chairman.  You  will  have  to  speed  up. 
Doctor   Stevens.  Should   the  contract   be  even  running   as   to 
grades  in  the  event  of  southern  warehouse  deliveries  or  contiguous, 

either  one? 

Mr.  Jenks.  Provided  the  single-bale  certificates  were  used,  I 
can  personally  see  no  great  disadvantage  in  using  the  three  contig- 
uous grades  as  applied  to  any  one  contract  delivery.  But  I  would 
like  to  say  in  regard  to  that,  I  think  a  great  many  of  the  shippers, 
in  whom  I  have  confidence,  do  not  approve  of  that. 

Doctor  Stevens.  Would  you  approve  of  changing  the  contract 
so  that  each  one  hundred  bale  lot  would  be  even  running  as  to  staple 
in  the  event  of  an  even-running  contract? 

Mr.  Jenks.  No,  I  would  not.     I  do  not  think  that  would  be  fair. 

Doctor  Stevens.  I  mean,  of  course,  under  the  southern  warehouse- 
delivery   system. 

Mr.  Jenks.  No;  I  would  not  approve  of  that. 

Doctor  Stevens.  Do  you  think  that  the  New  York  Cotton  Ex- 
change can  inst^  a  system  of  southern  warehouse  delivery  without 
a  change  in  the  existing  law? 

Mr.  Jenks.  I  am  inclined  to  think  it  could  be  done,  but  I  would 
not  like  to  answer  that  question  without  consulting  counsel. 

Doctor  Stevens.  Mr.  Jenks,  there  have  been  several  occasions  on 
which  the  New  York  Cotton  Exchange  has  considered  the  plan  of 
southern  warehouse  delivery.  We  have  in  our  files  several  reports 
made  by  several  committees.  Has  there  ever  been  an  instance 
where  this  has  come  through  [to]  the  formal  vote  of  the  exchange? 

Mr.  Jenks.  I  am  not  able  to  answer  that  question — not  that  I 
do  not  desire  to  do  so,  but  I  do  not  know.     I  do  not  remember. 

Doctor  Stevens.  You  have  no  idea,  then,  whether  it  just  drooped 
out  of  consideration,  or  whether  there  was  some  formal  action  taken? 

Mr.  Jenks.  I  do  not  remember.  I  think  others  of  the  New  York 
contingent  could  answer  that  question. 

The  Chairman.  Somebody  told  me  that  Mr.  Latham  could  an- 
swer that  question. 

Mr.  Latham.  I  am  here,  but  I  am  imable  to  answer  that.  Mr. 
Cone  might  answer  it. 

Mr.  Cone.  I  am  not  sure,  but  I  am  almost  sure,  that  in  1906, 
when  this  was  first  brought  up,  it  was  not  voted  upon.  It  was 
brought  up  again  in  1918,  and  at  that  time  it  was  not  voted  upon. 
It  was  brought  up  again  last  year  and  considered  by  a  committee, 
and  they  decided  so  unanimously  against  it  that  it  was  not  put  to  a 

vote   then.  •         ^  *# 

Doctor  Stevens.  I  would  like  to  ask  lust  one  question  of  Mr. 
Cone.  Mr.  Cone,  could  you  tell  me  whether  or  not  the  question  of 
the  satisfactory  or  unsatisfactory  character  of  southern  warehouses 
had  anything  to  do  with  the  failure  of  the  New  York  Cotton  Ex- 
change to  act  on  southern  wUrehouse  dehvery? 

Mr.  Cone.  In  1918  the  committee  of  which  I  was  a  member  at 
that  time  ran  up  against  one  stumbhng  block,  and  that  alone  decided 
them  against  it,  and  that  was  at  that  time,  as  I  recall  it,  low  middling 
in  New  York  was  some  three  hundred  points  off,  and  at  that  time 
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low  middling  in  Texas  interior  points  was  some  five  or  six  hundred 
points  off,  and  we  wore  afraid  at  that  time  that  a  dehvery  from 
Galveston,  we  will  say,  would  have  such  a  depressing  effect  on  the 
contract  that  it  would  take  our  contract  down  certainly  this  distance 
between  the  New  York  price  of  low  middling  and  the  price  in  Texas, 
so  we  dropped  it. 

Doctor  Stevens.  Do  you  know  what  happened  in  1904? 

Mr.  Cone.  1904,  or  1906? 

Doctor  Stevens.  1904.  It  does  not  make  any  difference,  perhaps. 
There  were  about  four  different  reconmiendations  right  along  there 
all  in  favor. 

Mr.  Cone.  Reports  from  whom? 

Doctor  Stevens.  By  thfi  various  New  York  committees. 

Mr.  Cone.  The  first  ooBamifctee  lasted  two  or  three  years,  as  I  recall 
it.  Mr.  Maury,  I  think,  was  chairman  of  that  committee,  and  I  am 
not  sure  at  that  time,  but  I  think  it  was  brought  down  to  a  vote  of 
the  members,  but  it  was  discarded  by  a  vote  ot  the  members. 

Doctor  Stevens.  Do  vqu  know  whether  or  not  it  was  dropped 
because  of  the  fear  that  the  southern  warehouses  were  not  financially 
sufficiently  responsible,  and  so  forth? 

Mr.  Cone.  The  committee  of  1918,  of  which  I  was  a  member, 
adopted  [dropped?]  that  for  the  reason  I  have  just  given. 

Doctor  Stevens.  But  as  to  these  others? 

Mr.  Cone.  I  do  not  know. 

The  Chairman.  Gentlemen,  I  want  to  call  on  Mr.  Johnson,  Mr. 
Blalock,  and  Mr.  Henry,  and  Mr.  Marcus.  Are  you  gentlemen  here? 
If  vou  are,  please  raise  your  hands. 

Mr.  Howard  of  Atlanta.  Mr.  Blalock  is  here. 

The  Chairman.  Do  you  want  to  speak,  Mr.  Blalock? 

Mr.  Blalock.  No,  sir.  I  think  Mr.  Howard  has  covered  the 
ground  all  right  for  us. 

The  Chairman.  How  about  Mr.  Henry? 

Mr.  Blalock.  Mr.  Henry  is  leaving  to-night.  He  has  gone  and  I 
do  not  think  he  will  return. 

Mr.  Howard,  of  Atlanta.  I  would  like  to  make  a  thirty-second 
statement  in  regard  to  what  Mr.  Marsh  said  awhile  ago,  as  to  the 
political  activities  of  his  farm  organization.  I  wish  to  say  that  our 
cotton  operators  are  essentially  nonpolitical.  We  are  absolutely  a 
business  enterprise,  so  much  so  that  tne  by-laws  of  some  of  the  States, 
possibly  all  of  them,  provide  that  if  one  of  the  directors  of  that  State 
runs  for  political  office  or  accepts  a  political  appointment,  he  auto- 
matically ceases  to  be  an  officer.  1  wish  to  make  that  statement 
because  we  are  absolutely  out  of  politics  and  are  a  piu*ely  business 
or^nization. 

The  Chairman.  Mr.  Blalock,  there  will  be  opportunity  here 
to-morrow  morning  if  you  wish  to  go  on.  Would  you  Uke  to  address 
the  conunission  for  a  few  minutes? 

Mr.  Blalock.  If  I  am  here  to-morrow,  I  would  like  to. 

The  Chairman.  We  would  be  mighty  glad  to  hear  you.  If  there 
are  others  who  want  to  address  the  commission  on  this  subject, 
there  will  be  opportimity  to-morrow  morning.  I  have  got  down 
here,  and  we  want  to  hear  from  and  to  thank  them  for  their  patience, 
Mr.  Cahill  and  Mr.  Fink,  and  we  would  like  to  hear  from  Mr.  Latham, 
and  finally  I  would  like  to  hear  myself,  as  a  kind  of  a  drop-curtain 


performance,  Mr.  Clayton  again,  who  opened  this  thing,  and  he  has 
only  been  given  thirty  minutes  and  he  has  been  antagonized  and 
opposed  here  to  the  tune  of  several  hours.  Are  there  any  other 
gentlemen  who  would  like  to  be  heard  to-morrow?  If  so,  I  will  put 
them  on  this  list.  I  want  to  again  emphasize  the  fact  that  anyone 
who  wants  to  speak  we  want  to  hear. 

Mr.  Howard,  of  Atlanta.  We  have  heard  from  a  great  many 
people  here,  and  I  believe  only  one  spinner.  Here  are  Mr.  Blanchard 
and  Mr.  Johnson,  both  large  spinners. 

The  Chairman.  I  am  getting  ready  for  Mr.  Johnson.  I  am  set- 
ting this  stage  for  him. 

Mr.  Fink.  I  do  not  expect  to  say  anything. 

The  Chairman.  If  you  are  here  to-morrow  morning,  you  are  liable 
to  be  drafted. 

Mr.  Fink.  I  am  going  to  leave  to-night  I  want  to  be  honest  with 
you. 

The  Chairman.  Don't  you  expect  to  be  here  to-morrow? 

Mr.  Fink.  No.  I  represent  the  New  Orleans  Cotton  Exchange, 
and  we  have  had  our  spokesman  make  statements.  However,  if 
Doctor  Stevens  wants  to  ask  me  any  questions,  I  would  be  very  glad 
to  answer  them. 

The  Chairman.  I  won't  allow  him  to  do  it  now,  because  this  is 
Mr.  Johnson's  time.  If  you  are  not  going  to  speak,  we  will  drop  you 
off  of  this  list.  That  leaves  Mr.  Cahill,  who  had  the  first  oppor- 
tunity to  speak,  and  I  would  not  permit  him,  and  Mr.  Latham. 
Are  you  going  to  be  here  to-morrow  and  do  you  want  to  speak? 

Mr.  Latham.  Yes,  sir.     I  always  do. 

The  Chairman.  All  right. 

Mr.  Fink.  Mr.  Chairman,  I  would  like  to  amend  my  remarks  by 
saying  I  would  like  to  ask  a  few  questions,  perhaps. 

The  Chairman.  All  right;  we  will  permit  you  to  do  that.     We 
will  now  take  a  recess  for  about  five  namutes. 
(Thereupon  a  short  recess  was  taj^en.) 

The  Chairman.  All  right,  Mr.  Johnson. 

ADDRESS  OF  ME.  ALLEN  F.  JOHNSON,  OF  LYNCHBTTRG,  VA. 

Mr.  Johnson.  I  wish  I  knew  enough  to  occupy  thirty  minutes.  I 
am  afraid  I  can  tell  you  all  I  know  in  a  good  dew  less  time. 

The  Chairman,   i  ou  never  could  do  it. 

Mr.  Johnson.  I  am  Allen  F.  Johnson.  I  will  talk  for  the  National 
Council  of  American  Cotton  Manufacturers.  The  council  is  com- 
posed of  representatives  from  the  National  Cotton  Manufacturers' 
Association,  which  is  commonly  called  the  New  England  Association, 
and  the  American  Cotton  Manufacturers'  Association,  commonly 
called  the  Southern  Association.  It  has  been  decided  that  I  should 
speak  for  both  in  the  interest  of  economy  of  time,  not  because  I  can 
do  it  any  better  than  the  other  fellow,  if  as  well.  Mr.  Blanchard  [is] 
here  a  representative  from  the  National  Association,  and  if  there  is 
any  question  which  I  do  not  cover,  I  hope  he  will  be  given  the  oppor- 
tunity to  cover  it. 

The  Chairman.  Who  is  that? 

Mr.  Johnson.  That  is  Mr.  Blanchard.  If  I  do  not  cover,  he  will 
be  given  the  opportunity  to  cover. 
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The  Chairman.  Are  you  going  to  be  here  to-morrow,  Mr. 
Blanchard? 

Mr.  Blanchard.  No,  sir;  I  have  to  go  back  to-night.  Mr. 
Johnson  and  I  have  talked  it  over,  and  his  views,  I  am  sure,  will 
represent  us. 

The  Chairman.  That  is  good. 

Mr.  Johnson.  First,  Mr.  Chairman,  I  ought  to  state  that  I  regret 
that  there  was  any  difference  of  opinion  between  the  cotton  spinner 
and  the  cotton  producer  on  this  floor.  As  spinners,  we  heartily 
concur  in  everything  that  Mr.  Ches  Howard  had  to  say.  In  fact, 
we  might  say  that  Mr.  Howard's  statements  all  represent  the  state- 
ments of  the  spinners.  There  are  not  any  points  that  I  know 
where  we  differ  from  him.  Mr.  Gordon,  representing  another 
branch  of  the  Farmers'  Association,  of  course  is  very  much  interested 
in  the  difference  between  the  grades  of  cotton,  and  he  made  a  state- 
ment which  Mr.  Cramer  did  not  agree  with  him  about,  and  I  think 
it  was  more  because  they  did  not  understand  each  other  than  that 
there  was  any  real  honest-to-goodness  difference  between  them.  As 
I  see  it,  it  is  not  that  the  lower  grades  are  necessarily  depressed,,  not 
necessarily  so  anyway,  but  on  account  of  the  larger  demands  for 
the  higher  grades,  they  pay  more  for  the  higher  grades  rather  than 
less  for  the  low  grades.  Thus  the  low  grades  seem  neglected  by  the 
spinner  or  consumer,  and  then  the  lower  grades  of  cotton  have  to 
find  a  market  of  their  own. 

To  take  an  extreme  case,  middhng  inch  cotton  goes  into  sheetings, 

Erint  cloth,  and  fabrics  of  that  kind,  which  demands  middling  and 
etter  cotton  to  give  the  quahty  which  the  purchase  demands.  That 
leaves,  then,  the  lower  grades  neglected,  so  far  as  that  spinner  is 
concerned,  and  certain  other  uses  will  be  looking  for  that  lower 
grade  at  a  differential,  we  will  call  it  mop  yarn,  which  demands  a 
very  much  lower  price.  Then  the  mop  yarn  people  will  take  that 
low  grade,  but  they  will  necessarily  have  to  take  it  at  a  lower  price 
than  middling  full  inch  cotton  to  go  in'o  that  use. 

Now,  I  think  what  Mr.  Jordan  was  arriving  at  was  there  ought  to 
be  a  way  so  that  a  spinner  could  use  the  lower  grade  cotton  without 
the  big  differential.  I  mean  that  lower  grade  can  be  taken  care  of  if 
the  spinner  equips  himself  to  handle  the  lower  grade.  A  spinner  can 
use  low  middling  cotton  where  he  normally  uses  middling  cotton, 
but  he  will  have  to  have  special  machines  to  raise  the  grade  of  that 
cotton  to  middhng  grade  before  he  can  use  it.  Then  he  will  have 
the  expense  of  the  machinery,  operation,  upkeep,  and  investment. 
He  wiU  have  the  expense  of  the  labor  for  raising  the  grade  of  that 
cotton  or  processing  it,  and  he  will  have  a  large  expense  at  the 
present  price  of  cotton  in  the  waste  he  takes  out  of  it. 

Only  last  week  I  was  very  much  interested  in  the  differential 
between  grades,  to  know  if  there  was  a  proper  differential,  say, 
between  middling  cotton  and  strict  low  middhng,  and  to  test  it  out 
I  got  a  bale  of  strict  low  middhng  cotton  and  put  it  through  two 
machines  which  we  have  in  the  mill,  and  besides  the  expense  of  the 
two  machines  and  the  operation  of  those  two  machines  we  took  out 
3  per  cent  waste. 
The  Chairman.  What  is  that  machine? 

Mr.  Johnson.  That  is  a  machine  that  we  call  a  vertical  opener. 
It  is  a  machine  you  put  the  cotton  through  the  first  process  to  raise 
the  grade  and  ehminate  the  waste. 


The  Chairman.  Is  it  equivalent  to  carding  in  wool!  Do  you  elimi- 
nate short  staple  and  put  in  long  staple? 

Mr.  Johnson.  It  is  meant  to  eliminate  the  foreign  matter. 
The  Chairman.  The  foreign  matter? 

Mr.  Johnson.  It  is  the  foreign  matter  which  makes  it  go  into  a  low 
grade.     We  put  this  bale  of  strict  low  middling  cotton  through  the 
vertical  openers,  and  we  did  raise  it  to  middling  grade. 
The  Chairman.  With  a  loss  of  33  i%? 

Mr.  Johnson.  No  ;  not  33  J%,  but  3%.  If  it  had  been  low  middling 
proper,  we  would  have  taken  out  6%  probably  to  make  middling 
out  of  it.  But  we  did  raise  it  from  low  strict  to  middling  by  taking 
out  the  waste.  That  means  ninety  points,  nearly  a  cent  a  pound,  to 
raise  it  one  grade,  and  it  means  ninety  points  plus  the  cost  of  those 
machines,  the  depreciation  on  the  machines  that  did  the  work  and  the 
power  and  labor  of  operating  those  machines.  So  it  took  much  more 
than  ninety  points  to  protect  us,  and  then  some  more  points  for  us  to 
make  aprofit. 

Mr.  Fink.  May  I  ask  what  the  waste  in  middling  is? 
Mr.  Johnson.  There  is  no  definite  waste.  I  told  you  I  took  3% 
out  of  a  bale  of  strict  low  middling  to  make  middling.  That  hap- 
pended  with  a  lot  of  cotton  that  was  put  through  a  certain  gin,  God 
knows  where  the  gin  was,  and  that  gin  left  3%  more  in  there  than  it 
should  have. 

Mr.  Fink.  You  take  a  five  hundred  pound  bale  of  middling  and  five 
hundred  pound  bale  of  strict  low  middling  and  a  five  hundred  bale 
of  low  middling,  what  is  the  waste  in  middling  and  what  is  the  waste 
in  strict  low  middling  and  what  is  the  waste  in  the  low  middling? 

Mr.  Johnson.  1  have  told  you  some  up-to-date  figures  on  one 
particular  bale,  and  I  think  that  would  hold  true  with  most  low  mid- 
dling cotton. 

Nfr.  Fink.  Middling  would  not  be  compared.  It  would  be  100%. 
I  mean,  you  must  have  some  waste  in  middling. 

Mr.  Johnson.  Of  course.  I  do  not  want  to  get  into  any  particular 
point,  unless  it  is  pertinent  to  this.  That  is  a  branch  which  I  do  not 
think  you  intended  to  go  into,  and  we  did  not  intend  to  get  into  it. 

The  Chairman.  You  may  not  have  had  parliamentary  experience, 
but  when  a  speaker  has  the  floor  it  is  up  to  him  whether  he  is  to  be 
interrupted  or  not,  and  that  is  one  of  the  few  things  in  the  world 
to  which  a  man  is  really  entitled,  that  he  has  the  option  to  be  inter- 
rupted or  not,  when  he  has  the  floor. 

Mr.  Johnson.  I  will  answer  any  questions  which  I  think  are  per- 
tinent to  the  discussion. 

The  Chairman.  That  is  wholly  within  your  discretion. 
Mr.  Johnson.  I  brought  this  up  to  show  that  we  wanted  to  be 
in  cooperation  with  the  cotton  grower.     Our  interests  are  the  same. 
I  hope  •the  cotton  growers  who  are  represented  by  Mr.  Jordan  and 
Mr.  Howard  feel  that  way  about  it. 

Mr.  Chairman,  we  are  interested  as  spinners  in  overcoming  some 
of  the  evils  which  have  confronted  us,  especially  in  the  last  two  or 
three  years.  The  first  \s  wide  fluctuations  in  cotton.  If  that  can 
be  overcome,  and  we  feel  that  there  ought  to  be  some  way  to  over- 
come at  least  a  part  of  those  wide  swings,  so  that  the  line  of  prices 
will  run  more  uniform  throughout  a  given  season,  rather  than  up 
and  down  and  up  and  down  again. 
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The  Chahiman.  It  has  been  unusually  high  in  recent  years,  has 

it  not? 

Mr.  Johnson.  It  has. 

The  Chairman.  Of  course,  we  know  war  conditions  and  lL,uropean 
conditions,  and  so  forth  and  so  on,  but  what  has  been  the  matter 

with  cotton?  ,    ^         ,  ^  ,  ...         . 

Mr.  Johnson.  We  understand  that  there  must  be  vanations  in 
price  between  one  season  and  another,  but  we  have  had  some  wide 
swings  in  sixty  or  ninety  days. 

Commissioner  Nugent.  How  do  you  account  lor  it! 

Mr  Johnson.  The  spinner  can  see  nothing  to  cause  those  wide 


swings. 


Commissioner  Nugent.  What  is  your  opinion  as  to  the  cause  of  it? 

Mr  Johnson.  I  will  come  to  that  a  little  later.  My  opmion  is 
that  the  futures  market  as  it  now  functions  must  not  function  to 
the  interests  of  those  it  was  set  up  to  serve;  that  is,  a  cotton  seller, 
the  middle  man,  and  the  cotton  consumer.  As  it  is  now  operated, 
somebody  must  have  an  advantage  there,  and  I  am  sure  it  is  not 

Th^^  Chairman.  Who  does  have  tiie  advantage,  and  where  is  the 

advantage?  .         ,  .  , 

Mr.  Johnson.  I  could  not  tell  except  m  extreme  swings,  where 
these  so-called  squeezes  occur.  Of  course,  it  is  the  man  who  is  bold 
enough  and  big  enough  to  get  in  on  the  squeeze.  If  there  is  any 
wav  to  overcome  this  wide  swinff,  the  spinner  is  very  much  mterested 
in  having  whatever  change  in  the  rules  and  regulations  ca^  be  done 
to  overcome  those  wide  swings.     I  know  that  is  a  big  problem. 

The  other  disturbing  element  to  the  spinner  is  the  habit  the  JNew 
York  futures  market  has  gotten  into  in  the  last  few  years  of  the 
near  months  going  to  a  dangerous  premium.  That  premium  is  scary 
to  the  spinner.  It  is  a  disturbing  element  to  the  spmner.  It  dis- 
turbs the  equilibrium  of  the  buyer  of  our  products.  It  upsets  his 
attitude,  so  that  he  does  not  know  what  to  do,  and  I  do  not  blame 
him  much.  I  can  see  the  buyer's  viewpoint  and  they  see  oura;  tut 
when  these  near  months  are  going  to  these  high  premiums,  he  sees 
the  quotations,  and  we  all  see  them,  and  he  sees  the  near  months 
at  quite  a  premium  and  the  far  months  at  a  discount,  and  it  does 
not  take  them  verv  long  to  decide,  -  Very  well,  I  -will  buy  whatever 
I  need  for  this  shipment,"  and  by  waitmg  he  will  get  his  busmess 
based  on  the  future  month's  price,  which  is  a  lower  price  and  a 
saving  to  him.  He  saves  interest  and  also  saves  in  price. 
Mr?  Cramer.  You  are  talking  about  the  cotton  goods  buyer! 
Mr.  Johnson.  Yes. 

Mr.  Cramer.  The  public?  ,    ,      ,  ,  .^.    -  v.x.         a 

Mr  Johnson.  The  middleman,  the  wholesaler  and  the  jobber  and 
the  uitimate  consumer.  It  applies  to  all  of  them.  That  premium 
for  near  months  has  operated  almost  disastrously  to  certain  spinners 
who  took  a  try.  I  know  a  spinner  who  has  been  m  the  habit  years 
a20  of  buvinff  his  spot  cotton  in  the  fall  of  the  year  and  the  farmers 
were  \^alling  to  sell  it  and  insisted  on  selling  it,  and  he  got  the  grade 
he  wanted  and  put  it  in  the  warehouse  and  sold  futures  against  it. 
That  worked  in  the  old  days,  and  he  was  a  very  wise  man  for  doing 
it  in  the  old  days.  But  the  time  came  when  it  did  not  work  for 
some  reason.    I  do  not  know  what  the  reason  was  enUrely,  either 


by  law  or  the  rules  of  the  cotton  exchange.  The  time  came  when  it 
did  not  work  as  heretofore,  and  he  lost  in  transferring  his  heckes 
from  October  to  December.  He  lost  more  in  transferring  from  De- 
cember to  March,  and  he  sustained  another  loss  when  he  trans- 
ferred such  then  as  he  did  transfer  from  March  to  Mav,  and  his  loss 
was  considerable,  and  he  tried  to  do  a  legitimate  business  and  using 
the  New  York  Cotton  Exchange  as  an  insurance  against  loss. 

The  Chairman.  It  did  not  insure  it? 

Mr.  Johnson.  The  hedging  did  not  insure  it.  The  hedging  on 
the  New  York  Cotton  Exchange  did  not  insure  it. 

The  Chairman.  Look  here,  Mr.  Johnson,  you  are  a  business  man. 
I  wish  you  would  give  me  your  explanation  of  something  that  was 
asked  here  before,  and  nobody  answered  it  yet  that  I  have  heard. 
If  the  bulk  of  the  cotton  produced  in  the  Umted  States  is  marketed 
in  the  forepart  of  the  year,  the  twelve  months  succeeding  the  harvest- 
ing of  the  crop,  then  at  the  end  of  the  twelve  months^  period  or  as 
the  twelve  months'  period  nears  its  end,  there  must  be  a  shortage 
of  cotton  supply  that  ought  to  reflect  itself  in  the  cotton  deliveries 
for  those  later  months  of  the  twelve  months'  period.  It  was  stated 
here  that  it  did  not  do  anything  of  the  kind,  that  the  distant  months 
were  showing  quotations  than  the  near  and  the  premium  month. 
Wliat  is  the  explanation  of  that?  It  is  easy  enough  to  see  that  the 
latter  part  of  the  twelve  months'  period  is'  based  upon  the  acreage 
of  prospective  ylAd.  That  is  one  factor,  of  course,  but  that  can 
not  be  the  whole  factor,  it  seems  to  me.  What  is  the  answer?  Is 
somebody  monkeying  with  this  proposition,  or  is  this  a  natural 
law? 

Mr.  Johnson.  Absolutely.  I  think  things  have  happened  that 
could  bring  that  differential  into  play  to  a  great  extent,  and  it  should 
be  brought  into  play.  I  think  a  review  of  what  happened  between 
May  and  July  and  October  last  year  will  bring  out  the  point  you 
want  answered.  May  and  July  contracts  as  they  rolled  around 
were— I  mean  originally,  they  were  at  a  discount.  When  May 
became  a  spot  month,  it  went  to  a  premium,  and  later  when  July 
became  a  spot  month,  it  went  to  a  premium.  The  thing  we  are  dis- 
cussing is,  why  is  it  that  the  near  months  are  at  a  premium  and  the 
far  months  are  at  a  discount.  That  is  what  I  would  Uke  to  ask  here. 
It  is  true,  though,  and  we  must  do  something  to  overcome  it.  We 
all  have  our  ideas  about  it,  and  I  think  if  you  get  the  opinion  of  the 
various  interests  represented  here,  then  you  can  analyze  it  better 
than  any  one  man  in  the  country  or  in  any  one  part  in  [of]  the  country. 

The  Chairman.  We  asked  that  question,  but  we  did  not  get  any 
answer. 

Mr.  Johnson.  The  fore  months  being  at  a  discoimt  and  the  near 
nnionths  being  at  a  premium,  the  reason  October  and  December, 
the  new  crop  months,  were  depressed,  was  brought  about  very 
largely  by  our  departments  here  in  Washington,  more  largely  than 
any  other  thing  that  I  know  of. 

The  Chairman.  How? 

Mr.  Johnson.  Well,  the  Agricultural  Department  called  a  meet- 
ing of  experts  to  meet  in  Washington,  along  about  March,  as  well  as 
I  remember — some  twenty  of  those  experts — and  they  went  into  a 
discussion  of  conditions  with  the  department,  and  worked  out  what 
the  farmer  intended  to  plant  in  cotton. 
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Mr.  Cramer.  How  many  fanners  on  that  lot  of  experts? 

Mr.  Johnson.  I  am  going  to  come  to  that.  How  they  knew  the 
farmers  would  plant  12^%  increase  in  acreage  I  do  not  know,  and 
I  have  not  been  able  to  find  out,  but  still  these  experts  said  that  the 
farmers  would  plant  an  increase  of  12i%  in  acreage.  Candidly,  I 
lio  not  beheve  that  the  farmers  ever  did  plant  a  12^%  increase  in 
acreage,  and  did  not  intend  to  do  it,  although  there  was  an  increase, 
and  when  you  analyze  the  personnel  of  these  experts  who  said  there 
would  be  121%  increase  in  acreage,  you  can  understand  it  did  not 
mean  anything.  All  of  those  twenty  experts  who  came  to  Washing- 
ton— there  were  three  who  were  appointed  a  subcommittee  on  cotton. 
Only  one  of  them  was  in  the  cotton  business.  The  other  two  were 
in  entirely  different  businesses.  One  was  in  the  cotton  business  in 
a  State  far  removed  from  the  cotton  belt,  and  how  anvone  on  that 
conmiittee,  let  alone  the  three  on  the  committee,  could  know  how 
my  friends  the  farmers  down  South  would  increase  their  acreage  in 
cotton  12i%  I  have  not  been  able  to  dope  out. 

The  Chairman.  They  were  dead  right  on  their  guess  that  there 
was  an  increase,  but  it  was  not  the  12^%  that  you  speak  of. 

Mr.  Johnson.  It  is  now  reduced  to  7. 

The  Chairman.  Yes.     Then  what  followed  after  that? 

Mr.  Johnson.  All  right,  we  are  going  to  plant  the  world  in  cotton, 
and  therefore  nobody  wanted  to  buy.  It  went  back,  and  it  laffgea 
to  a  point  where  the  speculator,  who  was  smart  enough,  would  ouy 
at  the  same  price,  and  I  think  it  was  the  speculator  who  prevented 
cotton  from  going  very  much  lower  than  it  would  have  gone.  I  have 
no  fight  to  make  on  the  cotton  exchange  especially,  and  none  of 
those  I  represent  have  any  fight  to  make  on  the  cotton  exchange 
as  a  cotton  exchange. 

As  far  as  the  Lever  bill  was  concerned,  I  think  that  is  largely  an 
instrument  that  was  worked  out  in  cooperation  with  the  spinners. 
They  approved  the  Lever  bill  as  being  the  best  thing  that  they  could 
advocate  at  the  time  it  was  passed,  and  we  have  no  fight  on  the 
Lever  bill.  Undoubtedly  the  Lever  bill  was  the  best  thing  that 
could  be  passed  at  the  time  it  was  passed.  If  my  memory  serves  me 
right,  and  I  know  the  gentlemen  from  the  New  York  Cotton  Ex- 
change will  correct  me  if  I  am  wrong,  when  that  bill  was  up  for 
passage  it  was  opposed  by  the  New  York  Cotton  Exchange.  It  was 
advocated  by  the  spinners.  The  bill  was  passed  in  spite  of  their 
opposition,  and  after  it  was  passed  they  found  out  the  way  it  worked 
out  it  was  the  best  thing  that  could  have  been  enacted  in  the  interests 
of  the  cotton  exchange  itself,  although  they  had  opposed  it  and 
said  it  would  ruin  their  business. 

I  am  sure  that  the  volume  of  business  done  by  the  New  York 
Cotton  Exchange  since  the  passage  of  the  Lever  bill  will  bear  out  m^ 
statement  that  it  helps  them  more  than  it  hurts  them.  Still,  there  is 
something  wrong  with  the  exchange  as  now  operated — ^not  only  the 
New  York  Cotton  Exchange,  but  tne  other  exchanges,  and  I  say  that 
on  authority.  I  would  like  to  c^uote  this,  which  intimates  it  very 
strong,  in  a  paragraph  I  would  like  to  read  here,  which  information 
I  got  from  a  rival  authority  here  in  Washington,  quoting  Sir  Charles 
Macara,  the  most  eminent  cotton  spinner  in  England  and  perhaps 


in  the  worid.    He  has  been  in  the  business  all  of  his  life  and  is  getting 
to  be  an  old  man: 

For  every  bale  of  actual  cotton  grown,  twenty-seven  bales  are  gambled  with. 
That  is  where  the  leakage  is.  The  cotton  grower  and  the  spinner  are  making  the 
sacrifice,  while  the  gamblers  walk  oflF  with  the  loot. 

The  Chairman.  Who  said  that? 

Mr.  Johnson.  Sir  Charles  Macara,  the  largest  spinner  in  England 
and  perhaps  one  of  the  largest  in  the  world.  He  evidently  thinks 
there  is  something  the  matter  with  the  cotton  exchange.  I  can  not 
say  that  I  agree  with  him  entirely,  because  I  do  not  know  that 
there  is  twenty-seven  gambled  with  for  every  one  raised. 

The  Chairman.  That  is  the  authority  you  intended  to  quote? 

Mr.  Johnson.  Yes. 

The  Chairman.  You  were  not  going  to  quote  any  Washington 
authoritv? 

Mr.  Johnson.  Sir  Charles  was  quoted  by  an  authority  here  in 
Washington. 

The  Chairman.  That  is  what  I  was  asking  for. 

Mr.  Johnson.  By  an  authority  here  in  Washington.  We  have  no 
cut  and  dried  remedy  for  the  ills  from  which  we  suffer.  We  would 
like  to  see  remedies  worked  out  and  applied,  we  would  like  to  lend  our 
best  efforts  to  doing  the  needful  to  oetter  conditions,  but  as  I  say, 
we  have  no  definite  idea  of  what  the  patient  needs. 

As  far  as  the  New  York  contract  is  concerned,  we  would  not  be 
in  favor  of  chan'ging  the  number  of  grades  tenderable.  Our  associa- 
tion has  no  wish  to  change  the  grades  tenderable. 

The  Chairman.  Or  the  manner  of  tendering  them?  What  about 
that  three  contiguous  proposition? 

Mr.  Johnson.  Our  reason  for  opposing  any  change  in  the  number 
of  grades  tenderable  is,  while  personally  I  would  like  to  make  some 
changes,  I  realize  that  these  changes  might  make  the  New  York  con- 
tract so  narrow  it  would  not  function  properly,  and  hence  it  would 
affect  the  contract.  Therefore,  I  dare  not  suggest  any  material 
change  in  the  grades  tenderable,  because  it  has  a  mission  to  perform. 
The  speculator  who  operates  on  the  exchange  is  a  needful  part  of  a 
svstem,  and  as  I  said  just  a  minute  ago,  but  for  the  speculator,  I 
think  cotton  would  have  gone  much  lower  last  spring  for  the  fall 
crop  delivery.  There  are  times  when  the  cotton  goes  too  high,  and 
the  speculator  will  serve  a  ceratin  purpose  in  selling  it  when  it  gets 
too  high.  Therefore,  the  service  of  the  speculator  is  to  study  the 
line  of  price,  and  we  dare  not  make  a  contract  so  narrow  that  the 
speculator  won't  use  it  in  carrying  on  its  natural  function. 

The  Chairman.  Why  don't  you  use  section  10  for  your  buying  to 
protect  yourself? 

Mr.  Johnson.  I  think  you  will  have  to  refresh  me  on  that  section. 

The  Chairman.  If  you  do  not  know  about  it,  I  won't  press  it 
on  you. 

Mr.  Johnson.  I  do  not  know  it  by  sections;  I  have  not  studied  up 
on  it.  We  use  the  exchange  in  every  way  we  know  how  to  use  it. 
We  would  like  to  use  it  a  great  deal  more  than  we  do.  These  squeezes 
on  the  near  positions  maKe  some  of  us  hesitate  very  much  before  we 
use  it.  I  know  cotton  merchants  in  the  Cotton  Belt  who  are  accus- 
tomed to  using  the  exchange,  but  some  of  them  have  hinted  to  me 


414 


THE  COTTON  TRADE 


THE  COTTON  TRADE 


415 


iail 


that  they  are  afraid  of  hedging  in  the  near  positions,  and  [in]  the  dis- 
tant positions  can  not  hedge.  All  the  merchants  say  that  if  they  do 
straight  hedging  they  would  never  come  out  whole.  Hence  ihey 
have  to  resort  to  protecting  themselves  as  best  they  can,  which  all 

foes  to  show  that  there  is  room  for  improvement  in  the  New  York 
Ixchange  contract. 

As  regards  our  thought  for  correcting  the  evils,  we  do  not  know  of 
anything  better  than  to  make  cotton  tenderable  outside  of  New 
York,  to  make  it  more  nearly  a  buyer's  contract,  or  a  contract  that 
the  spinners  could  use  to  better  advantage.  I  do  not  see  that  there 
is  any  economic  reason  why  cotton  should  go  to  New  York  to  be 
tendered  on  contract  when  every  bale  of  it  has  ultimately  got  to  go 
to  the  spinner,  and  there  are  no  spinners  in  the  New  York  territory, 
or  very  few.  I  think  it  is  economically  a  loss  of  motion,  and  this 
economic  loss  ought  to  be  avoided. 

As  spinners  we  can  see  no  objection  to  making  cotton  tenderable 
at  designated  points  in  the  southern  Cotton  Belt.  We  can  see  no 
objection,  and  it  is  our  opinion  that  a  New  England  spinning  point 
should  be  one  of  the  points.  They  consume  a  great  deal  of  cotton 
in  New  England.  I  think  the  statistics  show  that  they  consume 
probably  two  and  one-half  out  of  the  five  and  one-half  mulion  bales, 
roughly,  anyway,  and  I  do  not  see  why  one  of  the  tenderable  points 
should  not  be  in  the  New  England  territory. 

The  Chair\la.n.  Would  you  hang  a  differential  on  those  points? 

Mr.  Johnson.  Frankly,  I  am  not  prepared  to  work  out  tnat  ques- 
tion of  differentials.  I  suppose  that  will  be  worked  out  very  much 
as  insurance  companies  work  out  rates  and  things  of  that  kind. 

The  Chairman.  How  does  the  principle  of  me  thing  strike  you? 

Mr.  Johnson.  It  looks  to  me,  however,  if  you  ask  me  offhand  for 
my  opinion,  it  is  something  to  shoot  at  anyhow.  I  think  cotton 
delivered  at  a  port  point  ought  to  constitute  delivery,  without  a  dif- 
ferential, because  a  port  is  a  gate  to  the  world,  just  as  New  York  is 
a  gate  to  the  world,  and  if  it  is  delivered  to  an  interior  point  there 
should  be  a  differential  to  the  nearest  active  port,  which  is  the  gate- 
way to  the  world.  I  have  not  given  very  much  thought  to  this,  but 
it  sounds  reasonable  to  me,  and  it  is  at  least  someUiing  that  you 
could  shoot  at. 

The  Chairman.  Well,  there  would  be  a  whole  lot  of  shooting  if 
that  went  into  effect. 

Mr.  Johnson.  Representing  the  spinners*  association,  we  believe 
in  taking  some  action  to  bring  about  greater  parity  between  spots 
and  futures;  that  is,  a  more  desirable  parity,  and  stop  the  variation, 
and  should  lessen  the  danger  of  manipulation  through  delay  in  de- 
livery of  the  cotton.  We  believe  that  the  certification  of  cotton,  the 
delivery  against  the  contract,  should  be  allowed  at  points  outside  of 
New  York,  designated  Southern  points,  and  one  or  more  New  Eng- 
land points,  at  least  one  New  England  port. 

Mr.  McFadden  stated  this  morning  that  the  quotations  on  for- 
ward months  over  the  spot  months  did  not  affect  the  spinner.  I 
want  to  take  exception  to  that  statement  of  Mr.  McFadden's.  I 
think  I  have  already  partially  answered  that.  When  the  near  months 
are  a  large  premium  over  the  distant  months.  It  automatically  blocks 
business  for  forward  delivery.  We  could  do  a  spot  business,  but  we 
can  not  sell  our  goods  to  be  deHvered  every  tnree,  six  and  twelve 


months  as  we  can  at  the  time  when  the  cotton  is  in  its  natural  posi- 
tion, where  the  more  distant  months  have  a  differential  higher  than 
the  spot  months,  by  the  carrying  charge. 

Mr.  Cramer.  And  that  is  necessary  because  we  make  seasonable 
sales  of  goods? 

Mr.  Johnson.  It  is  absolutely  necessary  that  we  take  forward 
business,  because,  as  Mr.  Cramer  says,  seasonable  goods — and  then 
no  cotton  mill  can  be  economically  operated  unless  it  takes  forward 
business  and  can  allow  its  machinery  to  be  operated  over  a  period  of 
at  least  months,  preferably  years. 

The  Chairman.  Doctor  Stevens,  do  you  have  any  questions  to 
ask? 

Doctor  Stevens.  Yes,  I  would  like  to  ask  Mr.  Johnson  one  ques- 
tion, and  that  is  this,  on  the  point  of  premiums  and  discounts.  If  I 
understood  you  correctly,  your  point  was  that  you  could  not  conduct 
your  business  satisfactorily  because  of  the  premiums  on  the  nears  as 
compared  with  the  distants,  when  the  distants  were  at  a  discount. 

Mr.  Johnson.  Yes. 

Doctor  Stevens.  Several  persons  have  said  that  the  reason  why 
there  are  premiums  on  the  nears  and  discounts  on  the  distants  is  be- 
cause you  people,  instead  of  buying  for  the  year — in  other  words, 
you  will  only  buy  for  immediate  dehvery  and  you  won*t  buy  for/oZZ 
(forward]  delivery,  and  therefore  in  consequence  the  price  of  the  near 
months  rises. 

Mr.  Johnson.  That  may  be  partially  true  to-day,  because  the 
spinner  has  been  squeezed  so  many  times  in  the  last  year  or  year  and 
a  half  on  buying  for  fail  [forward]  dehvery,  that  he  has  no  other  op- 
tion but  to  live  from  hand  to  mouth.  That  was  not  true  a  year  ago, 
because  in  September  and  October  a  year  ago  there  was  more  cotton 
sold  for  fdU  [forward]  delivery  than  any  year  in  my  knowledge. 
The  spinners  bought  more  for  fdU  [forward]  dehvery  than  any  year 

in  my  knowledge. 

Doctor  Stevens.  You  say,  then,  that  the  spinner  is  not  really 
responsible  for  the  premiums  on  the  near  months  and  the  discounts 
on  the  distants? 

Mr.  Johnson.  Absolutely  no;  we  are  the  victims  of  the  system. 

Doctor  Stevens.  One  other  question  I  would  hke  to  ask.  Have 
you  any  fear,  if  a  southern  warehouse  delivery  system  is  put  into 
effect,  and  regardless  of  whether  there  is  a  differential  or  not,  that 
there  is  going  to  be  bear  manipulation,  pushing  down  of  prices, 
decreasing  the  values  of  the  product  ? 

Mr.  Johnson.  I  do  not  tlunk  there  would  be  any  bear  manipula- 
tion. I  think  it  would  have  a  steadying  effect,  where  the  peaks 
would  not  be  as  high  as  they  are  at  the  present  time. 

Doctor  Stevens.  Is  it  your  opinion  that  the  spot   and  future 

E rices  would  move  together,  that  the  relationship  of  the  two  would 
e  better  and  more  satisfactory  if  you  had  southern  warehouse 
dehvery,  than  they  are  at  present? 

Mr.  Johnson.  I  do.  I  think  spots  and  futures,  the  futures  more 
nearly  reflect  the  true  situation  than  anything  else. 

Doctor  Stevens.  Do  you  think  that  the  discounts  on  the  distants 
would  tend  to  narrow — in  other  words,  would  there  be  less  difference 
with  southern  warehouse  dehvery,  than  there  is  at  the  present  time? 
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Mr.  Johnson.  I  think  so,  because  the  spot  market  could  be  used 
more  as  a  hedge  than  it  is  now.     I  think  Mr.  Cone  covered  that 

Eoint.  Now,  the  spot  market  is  not  used  by  the  hedge  seller,  because 
e  is  afraid  of  it;  it  is  dangerous,  and  that  would  remove  the  danger, 
and  hence  the  spot  market  would  be  used  more  as  a  hedge  than  it  is 
now. 

Doctor  Stevens.  And  that  is  one  of  the  reasons  you  favor  southern 
warehouse  delivery? 

Mr.  Johnson.  Yes. 

Doctor  Stevens.  That  is  all.     Thank  you. 

Mr.  Glenny.  Before  we  adjourn,  Mr.  Chairman,  you  made  a 
statement  just  now  relative  to  the  50  per  cent  cotton  used  in  the 
first  few  months  and  still  with  large  discounts.  We  do  not  use  50 
per  cent  of  the  cotton.     We  market  50  per  cent  of  it. 

The  Chairman.  That  is  what  I  meant,  that  it  is  marketed. 

Mr.  Glenny.  There  is  the  difference.  The  cotton  is  still  in 
existence,  and  being  carried  throug:h  the  medium  of  the  cotton 
futures  contract.  It  is  not  out  of  existence.  It  is  still  in  existence, 
and  it  is  available  for  the  distant  markets  when  the  time  comes  to 
use  it,  or  for  the  spinner. 

The  Chairman.  Then  it  is  resold.     It  is  again  on  the  market. 

Mr.  Glenny.  It  is  still  in  existence.  You  onl}^  consume  two- 
twelftKs  of  it  in  two  months,  and  you  do  not  consume  six- twelfths. 

The  Chairman.  But  at  the  end  of  the  twelve  months  you  have 
less  total  crop. 

Mr.  Glenny.  Provided  the  other  crop  is  not  moving.  There  is 
one  other  thing  I  want  to  say  and  that  is  just  this,  that  the  New 
Orleans  Cotton  Exchange  favored  very  strongly  the  Smith-Lever  bill. 

The  Chairman.  Yes.  Then  I  .want  to  ask  if  Mr.  Harvie  Jordan 
is  here.     If  he  is,  will  he  raise  his  hand? 

Mr.  Jordan.  This  is  what  is  left  of  me. 

The  Chairman.  Somebody  has  misspelled  your  name  and  I  was 
afraid  we  were  missing  something.  Now,  Mr.  Marcus  of  the  Texas 
Cotton  Association,  is  he  here? 

Mr.  Marcus.  Yes,  sir. 

The  Chairman.  Do  you  want  to  be  heard? 

Mr.  Marcus.  I  regret  to  say  that  I  am  in  rather  an  embarrassing 
position.  I  came  here  representing  the  Texas  Cotton  Association, 
and  our  association  seems  to  be  so  hopelessly  divided  on  the  questions 
at  issue  that  I  would  feel  embarrassed  to  speak  for  them.  1  can  not 
represent  both  sides,  but  I  coidd  make  a  personal  statement  for 
myself. 

The  Chairman.  Are  you  going  to  be  here  to-morrow  morning? 

Mr.  Marcus.  Yes,  sir. 

The  Chairman.  You  will  be  heard.  There  is  no  law  in  the  United 
States  to  prevent  a  man  expressing  his  opinion  if  the  other  fellows 
can  not  agree.  I  will  put  you  down.  I  have  Mr.  Cahill  to-morrow 
morning,  and  Mr.  Latham  says  he  will  speak.  Mr.  Blalock  is  think- 
ing about  it,  and  I  think  the  spirit  will  move  him  to-morrow,  and 
then,  Mr.  Marcus,  we  will  have  you  and  anybody  else  that  wants 
to  talk.  We  do  not  want  to  shut  anybody  off,  anA  in  this  kind  of  a 
meeting  it  is  very  possible  a  man  will  come  here  with  a  speech  to 
make  and  will  want  to  get  it  off  his  chest.  If  I  do  not  happen  to 
personally  know  that,  that  man  may  go  back  home  and  say  tnat  he 
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was  not  given  an  opportunity  to  be  heard.  Everybody  that  wants 
a  chance  will  have  tne  opportimity ,  and  I  would  like  to  Know  it  now, , 
because  I  am  arranging  this  thing  now  so  that  Mr.  Clayton,  who 
opened  this  up  on  the  pro  side  of  the  case  and  said  it  in  thirty  mmutes,  and 
for  the  most  part  he  nas  been  answered  to  the  time  of  about  fourteen 
hours,  I  would  like  to  hear  Mr.  Clayton  at  the  end  of  this  thing.  He 
has  been  here  making  aotes,  and  I  would  Uke  to  hear  him  say  some- 
thing in  rebuttal,  and  if  it  is  agreeable  to  him,  we  will  put  him  on  as 
the  steam  caUiope  of  this  procession. 

Then  we  will  start  in  to-morrow  morning  at  10  o^clock. 

(Whereupon,  at  5.10  o'clock  p.  m.,  the  conference  took  a  recess 
until  to-morrow,  Thursday,  November  8,  1923,  at  10  o'clock  a.  m.) 


Washington,  D.  C,  November  8,  1923 — 10  a.  m. 

The  commission  met  pursuant  to  adjournment. 

Before  Commissioners  Murdock  (chairman),  Thompson,  Nugent, 
and  Van  Fleet. 

In  addition  to  those  heretofore  noted,  the  following  were  also 
present:  R.  L.  Thompson,  Cotton  Exchange  Building,  New  York 
City,  representing  the  New  York  Cotton  Exchange;  George  Butter- 
worth,  East  Falls  Church,  Virginia,  representing  the  Bureau  of  Agri- 
cultural Economics. 

The  Chairman.  The  conference  will  please  come  to  order.  There 
is  an  additional  remark  which  Mr.  Rankin  desires  to  make. 

Mr.  Rankin.  It  was  not  my  intention  to  state  that  New  York  is 
a  spot  market  in  the  sense  that  other  markets  are  ly^n  [where]  large 
Quantities  are  bought  and  sold  every  day.  But  I  did  wish  to  convey 
tne  impression  that  New  York  was  a  sufficient  market  to  absorb  all 
offerings  of  actual  cotton  which  might  be  shipped  there  either  for  sale 
of  [or]  delivery  on  contract.  In  other  words,  I  say  that  New  York 
is  a  cotton  market  to  the  extent  that  cotton  can  be  shipped  there 
quickly  enough  from  Atlantic  and  southern  ports  to  satisfy  any  sales 
of  futures  that  may  be  made. 

The  Chairman.  Mr.  Cahill,  I  am  going  to  call  on  you  first.  Give 
your  name  to  the  stenographer. 

ADDEESS  OF  MR.  THOMAS  F.  CAHIII,  OF  NEW  YORK  CITY. 

Mr.  Cahill.  My  name  is  Thomas  F.  CahiU,  New  York,  N.  Y., 
and  I  represent  the  New  York  Cotton  Exchange. 

The  (^AIRMAN.  Mr.  Cahill,  you  came  into  this  meeting  when  it 
started  and  you  have  been  here  since  at  every  session  and  you  have 
heard  all  the  speeches? 

Mr.  Cahill.  Yes,  sir. 

The  Chairman.  I  suppose  you  came  here  with  some  preconceived 
notions  against  the  proposition? 

Mr.  Cahill.  Yes,  sir. 

The  Chairman.  Have  they  changed  you  any  with  their  arguments  or 
caused  you  to  modify  them? 

Mr.  Cahill.  In  regard  to  the  southern  warehouse  delivery? 

The  OaAiRMAN.  Southern  delivery  and  tenderable  grades  and  the 
establishment  of  differentials. 
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Mr.  Cahill.  No,  sir;  I  am  even  more  strongly  against  it  now. 

The  Chairman.  All  three  of  them? 

Mr.  Cahill.  No;  against  the  delivery  on  southern  markets. 

The  Chairman.  I  see. 

Mr.  Cahill.  Shall  I  go  right  ahead? 

The  Chairman.  Yes. 

Mr.  Cahill.  Mr.  Chairman,  I  have  taken  some  notes  as  I  went 
along,  and  day  before  yesterday  Mr.  Harriss,  the  Galveston  man, 
made  the  statement  that  Galveston  is  the  largest  port  in  the  world. 
I  assume  he  meant  a  cotton  port. 

The  Chairman.  He  said  it  was  the  largest  cotton  port.  He  said 
three  milhon  bales;  that  they  handled  three  million  bales  there. 

Mr.  Cahill.  Yes.  Now,  I  want  to  show  that  New  York  is  some- 
times a  cotton  port,  and  I  would  sav  that  on  the  2d  of  June,  1922, 
that  New  York  warehouses  held  a  larger  stock  of  cotton  than  was 
held  in  any  other  city  in  the  country.  At  that  time  the  stock  in 
New  York  was  216,000  bales,  and  at  the  same  time  Galveston  had 
198,000,  New  Orleans  at  the  same  time  had  187,000,  and  at  the  same 
time  Memphis  had  107,000.  So  at  that  time  New  York  held  more 
cotton  than  any  other  city. 

The  Chairman.  What  period  of  the  year  was  that  ? 

Mr.  Cahill.  June  2,  1922.  It  just  happened  that  I  took  note 
of  that  at  the  time,  because  I  thought  it  was  of  interest. 

Commissioner  Nugent.  Was  that  an  unusual  thing,  so  far  as  New 
York  is  concerned? 

Mr.  Cahill.  It  was  unusual  because  we  had  more  cotton  than  at 
any  other  time,  and  because  of  that  condition  I  took  a  note  of  it. 

The  Chairman.  You  remember  that  Mr.  Harriss  did  say  that  they 
handled  three  million  bales  of  cotton  annually  at  Galveston,  or  that 
they  had  storage  for  three  milhon  bales? 

Mr.  Cahill.  Mr.  Chairman,  I  could  not  say  positively  what  he 
did  say.  He  may  have  made  the  statement;  1  can  not  dispute  it, 
I  have  no  record  of  it.  Following  along  the  same  lines,  I  would  say 
that  during  the  period  beginning  1906-1907,  up  to  and  including  the 
season  1922-1923,  the  receipts  of  cotton  at  Now  York  totaled 
19,068,652  bales. 

The  Chairman.  How  much? 

Mr.  Cahill.  Nineteen  million  bales.  Understand,  I  do  not  claim 
that  that  cotton  was  warehoused,  but  it  went  through  New  York. 
It  did  not  go  into  storage,  but  3,192,062  did  go  into  storage,  was 
certificated  and  went  into  storage.  During  that  same  period  we 
shipped  to  foreign  countries,  out  of  the  receipts,  8,227,946  bales  and 
to  northern  mifls,  including  Canada,  10,727,611. 

The  Chairman.  The  nortnem  mills;  what?  You  say  you  shipped 
out  of  New  York  during  that  time  so  much  [to]  northern  mills; 

what?  .     ,    J. 

Mr.    Cahill.  To   northern   mills    and    Canada,    mcludmg    New 

England. 

The  Chairman.  Oh,  I  understand.  I  misunderstood  you.  Mr. 
Cahill,  it  is  perfectly  plain  to  you  as  a  man  who  deals  in  cotton,  but 
my  mind  is  not  clear  on  the  subject  of  what  happens  to  cotton  when 
it  arrives  in  New  York.  Of  course,  the  thing  that  happens  to  it  is 
determined  largely  by  its  destination.     There  must  be  cotton  that 


comes  up  through  the  coastwise  trade  to  New  York  from  the  southern 
ports  in  ships. 
Mr.  Cahill.  Yes. 

The  Chairman.  For  transshipment;  is  that  right? 
Mr.  Cahill.  Yes. 

The  Chairman.  And  are  those  bales  of  cotton  there  compressed, 
transhipped  by  lighters  from  the  ships  that  brought  them  from  the 
southern  ports  of  the  United  States  to  the  ocean  going  vessel? 

Mr.  Cahill.  Yes,  sir. 

The  Chairman.  Do  you  call  that  going  through  the  port  of  New 
York? 

Mr.  Cahill.  I  do;  yes,  sir. 

The  Chairman.  There  must  be  cotton  that  goes  to  New  York  by 
raU? 

Mr.  Cahill.  Yes,  sir. 

The  Chairman.  Does  any  cotton  come  by  rail  to  New  York  for 
transocean  trade? 

Mr.  Cahill.  I  would  say  sometimes. 

The  Chairman.  Sometimes? 

Mr.  Cahill.  Yes,  sir. 

The  Chairbian.  So,  then,  there  must  be  some  cotton  that  comes 
to  New  York  for  delivery  to  New  York  for  domestic  consumption? 

Mr.  Cahill.  Yes,  sir. 

The  Chairman.  That  last  item,  when  it  strikes  New  York  either 
by  vessel  or  by  train,  has  ^ot  to  be  taken  care  of.  What  are  the  ware- 
house facilities  of  New  York  for  taking  care  of  that  cotton?  Where 
are  those  warehouses,  in  the  first  place — where  located? 

Mr.  Cahill.  All  around  the  port,  on  the  Brooklyn  side,  Staten 
Island,  Bayway,  N.  J.,  and  when  necessary  in  the  heart  of  the  city. 

The  Chairman.  How  much  of  a  warehouse  is  a  cotton  warehouse 
in  New  York?  What  kind  of  a  building  is  it?  What  is  it  made  of — 
brick? 

Mr.  Cahill.  Brick  and  concrete,  generally,  iron  and  steel;  but  the 
outside  appearance  would  indicate  brick.  I  just  have  a  little  memo- 
randum here 

The  Chairman  (interposing).  Before  you  brin^  any  memorandum 
in  I  want  to  get  cleared  up  on  this  proposition.  In  the  State  of  New 
York  who  licenses  those  warehouses? 

Mr.  Cahill.  In  regard  to  hcenses  in  regard  to  cotton? 

The  Chairman.  I  understand  that  in  New  York  deUvery  is  from 
a  licensed  warehouse.     Is  that  right? 

Mr.  Cahill.  Yes,  sir. 

The  Chairman.  Who  licenses  them? 

Mr.  Cahill.  The  New  York  Cotton  Exchange. 

The  Chairman.  Licenses  them  to  do  what? 

Mr.  Cahill.  They  give  them  a  hcense  permitting  them  to  store 
what  is  known  as  certificated  cotton.  In  regard  to  a  State  hcense, 
I  know  nothing  about  the  State  license. 

The  Chairman.  Does  the  New  York  Cotton  Exchange  hcense  for 
the  same  purpose  a  cotton  warehouse  at  Rahway? 

Mr.  Cahill.  Bayway,  I  said.     Yes,  sir,  they  do. 

The  Chairman.  Is  Bayway  in  that  district  counted  part  of  the 
port  of  New  York? 
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Mr.  Cahill.  Yes,  sir;  part  of  the  port  of  New  York.  Referring 
to  the  matter  of  storage  in  New  York 

The  Chairman  (interposing).  Is  it  a  part  of  the  nort  of  New  York? 
I  asked  you  if  you  so  regarded  it.  Is  Bayway  in  New  Jersey  a  part 
of  the  port  of  New  York? 

Mr.  lJahill.  Yes,  sir.     The  customhouse  regulations  show  that  it  is. 

Commissioner  Nugent.  I  take  it  that  those  warehouses  are  not 
pubUc  warehouses? 

Mr.  Cahhjl.  Oh  yes,  sir;  they  are  pubUc  warehouses.  We  have 
no  interest  or  control  in  any  warehouse  in  New  York;  that  is,  the 
exchange  has  not. 

Conmiissioner  Nugent.  Do  the  men  who  deal  on  the  exchange 
exercise  any  control  over  the  warehouses  ? 

Mr.  Cahhx.  As  far  as  I  know  and  to  the  best  of  my  knowledge,  I 
do  not  think  a  member  of  the  exchange  has  any  interest  in  any  way, 
shape,  or  fonn  in  any  warehouse  in  New  York.  We,  as  a  firm,  handle 
large  quantities  of  cotton,  and  we  have  absolutely  no  interest.  That 
is  one  of  the  strong  points  in  our  warehouse  system  in  New  York,  that 
they  are  absolutely  divorced  from  our  exchange  or  exchanges. 

Now,  I  have  an  ad  here  saying: 

Cotton:  Ship  your  cotton  to  us  direct  by  steamer,  lighter,  car,  or  trainload. 

350,000  bales  handled  during  the  season. 

Ideal  cotton  storage. 

Lowest  insurance  and  storage  rates.  Automatic  sprinkler  protection.  Facili- 
ties for  handling  cotton  under  cover.  Direct  all-rail  connection.  Storage  in 
transit  privilege.  No  car  unloading  charge.  All  employees  bonded  and  insured. 
Value  of  warehouse  receipts  recognized  by  banks.  Stores  licensed  by  N.  Y, 
Cotton  Exchange.  Security,  responsibility,  and  service.  Over  50  years'  experi- 
ence in  cotton  storage. 

American  Dock  and  Pouch  Terminals,  New  York  office:  17  State  Street,  phone, 
7960  Bowling  Green. 

You  will  see  there  is  just  one  organization  and  they  say  here 
"350,000  bales  handled  during  the  season."  Am  I  too  long  on  this 
point? 

The  Chairman.  I  think  that  is  sufficient,  because  I  want  to  ask 
you  this  question  after  you  have  outlined  how  it  was  done.  This 
cotton  that  moves  through  the  port  of  New  York  by  transshipment 
from  a  coastwise  vessel  to  an  ocean-going  vessel,  there  is  cotton  that 
comes  in  there  by  rail  for  transmission  to  beyond  the  seas'  trade  and 
to  the  cotton  miUs.  There  is  cotton  that  goes  in  there  for  the  satis- 
faction of  future  contracts  at  the  date  of  deUvery? 

Mr.  Cahill.  Yes,  sir.  • 

The  Chairman.  What  I  want  to  get  at  is  this.  Is  the  warehouse 
capacity  of  New  York  entirely  adequate  for  the  third  purpose  ? 

Mr.  Cahill.  For  what  purpose  ? 

The  Chairman.  The  third  purpose,  which  is  for  delivery  on  future 
contracts. 

Mr.  Cahill.  Absolutely. 

The  Chairman.  All  right.  How  much  do  you  have  to  have  for 
that? 

Mr.  Cahill.  The  capacity  we  do  not  know  until  we  reach  that 

eoint,  and  when  we  reach  that  point  we  will  get  all  the  space  necessary. 
[  the  cotton  exchange  has  to  hire  an  office  building  to  store  the  cot- 
ton, they  would  hire  it. 
The  Chairman.  And  license  it! 
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Mr.  Cahill.  And  license  it;  yes,  provided  it  met  with  the  require- 
ments. ,  ,        1  / 
The  Chairman.  Who,  in  the  cotton  exchange  has  the  power  ol 

extending  a  license? 

Mr.  Cahill.  The  warehouse  committee. 

The  Chairman.  How  many  men  on  it? 

Mr.  Cahill.  There  are  seven. 

The  Chairman.  Have  you  any  knowledge  whether  or  not  they  are 
stockholders  in  warehouses  ? 

Mr.  Cahill.  They  are  not;  no,  sir. 

Commissioner  Nugent.  A  warehouse  can  not  be  used  for  the  pur- 
pose of  storing  cotton  unless  it  is  Ucensed  by  the  New  York  Cotton 

Exchange?  . 

Mr.  Cahill.  It  would  not  be— just  let  me  hear  that  agam,  please. 

Commissioner  Nugent.  I  say,  as  I  understand  it,  a  warehouse  in 
New  York  is  not  used  for  the  storage  of  cotton  unless  it  is  Ucensed 
by  the  New  York  Cotton  Exchange. 

Mr.  Cahill.  No,  sir. 

Mr.  Jenks.  That  only  applies  to  certificated  cotton. 

Commissioner  Nugent.  You  heard  a  gentleman  yesterday  state 
that  some  time  since  he  was  desirous  of  shipping  cotton  to  New  York 
for  the  purpose  of  making  tenders,  and  so  forth  and  so  on,  or  dehvery 
in  the  fuHillment  of  a  futures  contract,  but  that  he  was  unable  to 
do  it  by  reason  of  the  fact  that  he  could  not  get  storage  facilities. 

How  about  that? 

Mr.  Cahill.  I  do  not  think  that  is  a  statement  of  an  exact  con- 
dition, but  I  will  say  this,  that  during  the  war— — 

Commissioner  Nugent  (interposing).  Just  before  you  state  that, 
let  me  ask  you  another  question. 

Mr.  Cahill.  Yes,  sir. 

Commissioner  Nugent.  Is  it  or  is  it  not  true  that  the  gentlemen 
connected  with  the  New  York  Cotton  Exchange  who  issue  hcenses 
to  these  warehouses,  exercise  an  absolute  discretion  in  the  matter 
and  license  those  which  thev  choose  to  license  and  dechne  to  hcense 
others  which  they  do  not  choose  to  hcense,  regardless  of  the  cotton 
for  which  storage  is  necessary? 

Mr.  Cahill.  No;  if  a  warehouse  comes  up  to  the  pubhc  reqmre- 
ments  they  will  license  it.  For  instance,  they  would  not  want  to 
license  a  wooden  shack  or  a  wooden  structure,  but  if  it  is  under 
proper  control  and  the  fire  risk  is  not  too  great,  there  will  be  no 
question  and  no  trouble  about  their  getting  a  hcense.  Shall  I  go  a 
little  further  into  that  subject  in  regard  to  the  matter  of  scarcity  of 

warehouse  space?  ,,      „  ,.       o 

The  Chairman.  Yes;  I  wish  you  would  tell  me  this.  •  bomeone 
said  here  during  the  course  of  this  hearing  that  there  are  a  miUion 
bales  of  cotton  annually  which  pass  through  the  port  of  New  York. 
If  that  be  true,  and  I  have  no  way  of  disproving  it,  and  I  do  not 
doubt  it,  in  any  given  year,  about  what  is  the  average  amount  of 
cotton  used  in  New  York  for  the  dehvery  of  cotton  on  a  future  con- 
tract?   Just  approximately,  what  does  it  run? 

Mr.  Cahill.  1  have  right  here  exact  figures  covenng  exact  years. 
I  will  go  back  to  1912-1913,  so  I  won't  go  back  too  far. 

1912-1913,  certificated  cotton,  131,626  bales. 

1913-1914 

98599t_S,  Doc.  100,  pt  2, 68-1 XO 


422 


THE  COTTON  TRADE 


THE  COTTON  TRADE 


423 


I    ^ 


The  Chairman  (interposing).  Now,  wait.  That  is  cotton  that  has 
been  used  in  New  York  for  the  settlement  of  future  contracts? 

Mr.  Cahill.  Yes,  sir. 

The  Chairman.  That  is  correct,  is  it?    I  want  to  get  that  straight. 

Mr.  Cahux.  Yes,  sir;  that  is  right. 

The  Chairman.  All  right;  go  ahead. 

Mr.  Cahill.  1913-1914,  certificated  cotton,  156,724  bales. 

1914-1915,  certificated  cotton,  158,738  bales. 

1915-1916,  131,340  bales. 

1916-1917,  war  year,  complete  data  not  availablo. 

1917-1918,  certificated  cotton,  93,137  bales. 

1918-1919,  certificated  cotton,  77,960  bales. 

1919-1920,  certificated  cotton,  65,994  bales. 

1920-1921,  certificated  cotton,  144,688  bales. 

1921-1922,  certificated  cotton,  188,201  bales. 

1922-1923,  certificated  cotton,  64,475  bales. 

The  Chairman.  Mr.  Cahill,  why  was  that  slump  in  the  cotton 
used  in  1918-1919?    It  went  clear  down  in  one  year  to  65,000  bales. 

Mr.  Cahill.  That  would  be  just  as  hard  for  me  to  tell  right  now, 
but  I  will  try  and  show  you  another  table  here.  In  looking  back  over 
a  period  of  years,  the  years  preceding  the  dates  which  f  have  just 
given  you,  I  find  that  m  1907-1908  we  certificated,  according  to 
these  figures  which  I  have,  63,675  bales,  and  in  1909-1910,  we  certifi- 
cated 785,465  bales.  So  jou  see  these  figures  fluctuate.  I  can  not 
give  any  reason  why.  It  is  due  to  different  conditions.  It  may  be 
that  another  year  we  will  handle  785,465,  we  can  not  tell. 

The  Chairman.  Occasionally  over  here  in  these  delivery  months 
in  the  New  York  Exchange  Market  there  is  a  squeeze  ? 

Mr.  Cahill.  We  hear  there  is  a  squeeze. 

The  Chairman.  All  right.  Is  that  squeeze  in  the  month  of 
delivery?     Can  it  be  in  the  month  of  delivery? 

Mr.  Cahill.  I  do  not  like  the  term  *' squeeze,"  Mr.  Chairman.  I 
do  not  like  it  at  all.     I  do  not  know  just  wnat  it  means. 

The  Chairman.  Use  some  other  pleasantly  perfumed  word.  There 
conaes,  over  in  New  York,  a  place  in  a  month  of  dehvery — I  am 
asking  you  if  it  does— where  the  man  who  has  bought  the  cotton  calls 
on  the  man  who  has  sold  it  to  dehver,  and  he  does  it  with  emphasis? 

Mr.  Cahill.  Yes,  sir. 

The  Chairman.  He  wants  the  cotton.  He  does  not  particularly 
care  for  any  trading  out  of  his  future  contracts  by  selling  it  again,  or 
buying  it  again,  but  he  says  ''Bring  on  your  cotton."  Does  that 
happen  occasionally? 

Mr.  Cahcll.  Yes,  sir. 

The  Chairman.  Sure  it  does.  Does  that  happen  in  the  month  of 
delivery? 

Mr.  Cahill.  It  might  happen  in  any  month  but  usually  during  a 
near  month,  if  it  does  happen. 

The  Chairman.  In  a  near  month! 

Mr.  Cahill.  Yes;  a  near  position. 

The  Chairman.  But  as  the  delivery  month  approaches,  that  thing 
is  liable  to  happen  ? 

Mr.  Cahell.  Yes,  sir. 

The  Chairman.  It  is  quite  essential  to  know  this,  Mr.  Cahill, 
because  it  differs  somewhat  from  some  other  commodities  that  are 


dealt  in.     The  man  upon  whom  rests  the  demand,  has  got  to  get  that 
coliyon,  hasn't  he,  somewhere? 

Mr.  Cahill.  Yes;  absolutely  he  must. 

The  Chairman.  He  has  got  to  get  some  of  Mr.  Howard's  cotton, 
and  he  can  not  get  Mr.  Howard's  cotton.  He  has  to  get  some  real 
stuff. 

Mr.  Cahill.  But  Mr.  Howard  said  his  cotton  was  an  artificial 
contract  and  an  artificial  market,  but  it  was  real  cotton. 

The  Chairman.  But  if  it  is  certificated  he  gets  something,  and  the 
next  proposition  is  to  get  it  to  New  York? 

Mr.  Cahill.  Yes,  sir. 

The  Chairman.  And  the  Norfolk  folks,  as  we  found,  are  pretty  foxy 
in  that.  When  a  man  is  down  in  Memphis  or  Atlanta,  it  is  diflferent. 
When  that  actual  cotton  gets  to  New  York,  do  you  know  of  any  single 
instance  where  any  citizen  of  the  United  States  who  had  cotton  to 
deliver  who  was  imder  the  necessity  of  deUvering  cotton,  had  any 
trouble  in  getting  warehouse  room  for  his  cotton  when  he  got  it  to 
New  York? 

Mr.  Cahdll.  Not  as  far  as  I  know,  and  let  me  go  a  little  further. 
There  was  that  time  of  stress,  when  the  Bush  Terminal  was  taken 
over  by  the  War  Department,  and  when  that  plant,  the  largest  of  its 
kind  in  the  world,  was  eliminated  from  our  port,  and  there  was 
demand  for  space,  in  order  to  meet  the  situation  the  cotton  exchange 
persuaded  one  of  the  companies,  and  it  happened  to  be  that  the  Bush 
Terminal  Company  was  then  coining  back  into  business,  into  working 
shape,  persuaded  them  to  give  them  room  for  10,000  bales  of  cotton, 
and^  not  only  did  they  persuade  but  they  guaranteed  the  Bush 
Terminal  Company  that  that  warehouse  would  net  them  so  much 
per  year,  in  other  words,  instead  of  putting  in  10,000,  or  if  instead  of 
putting  in  10,000  we  put  in  1,000,  we  would  give  them  a  fee  that 
would  pay  a  yearly  rental,  or  what  was  equivalent  to  a  yearly  rental  for 
that  warehouse.  Not  only  that,  but  the  Cotton  Exchange  licensed 
a  system  of  warehouses  in  Jersey  suitable  for  taking  care  of  25,000 
bales  at  that  time.  So  that  really  we  were  paying  for  space  for 
35,000  bales,  that  is,  10,000  and  25,000,  and  the  space  was  not  aD 

needed. 

The  Chairman.  Then,  Mr.  Cahill,  is  this  absolutely  within  the 
facts?  Suppose  I  sell  you  some  cotton  for  delivery  in  January,  is 
there  anytning  on  eartn  except  a  natural  condition  that  will  give 
you  an  advantage  over  me  when  January  approaches  on  that  cotton? 
That  is,  I  have  openly  gone  into  a  contract  with  you,  saying,  "  Now, 
Mr.  Cahill,  I  am  going  to  dehver  you  500  bales  of  cotton  nej:t  Jan- 
uary. I  have  got  30  days  in  whicn  to  deliver  it;  you  have  five  day^ 
at  the  end  of  the  month  in  which  to  demand  it."  It  is  to  be  dehvered 
to  you  at  a  price,  and  then,  as  January  comes  along,  just  about  the 
merry  time  of  Christmas,  you  come  along  and  say, '  Now,  Murdock, 
come  across  with  that  500  bales."  Is  there  anything  to  prevent 
me  from  getting  those  500  bales  to  you,  except  my  inabihty  to  buy 
them  sonlewhere?  Can  I  go  somewhere  in  the  United  States  without 
difficulty  and  get  my  500  bales?  Can  I  then  find  steamship  space  or 
carload  space  and  get  it  to  New  York  and  when  I  have  gotten  it  to 
New  York,  is  there  a  place  for  me  to  store  it? 

Mr.  Cahill.  All  the  time.  The  question  is,  is  there  a  place  for  you 
to  store  it? 
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The  Chairman.  How  can  anjrbody  in  the  way  of  a  buyer  of  cotton 
take  advantage  of  the  seller  of  it,  if  that  avenue  is  open?     How  does 


1^  you  shy  from,  a  squeeze 
tmng  to  explain  what  a  sq 


? 


squeeze 


it  come  about  when  there  is  this  thinsr 

Mr.  Cahill.  Because  it  is  a  hard 
is.     I  will  try  and  illustrate  it. 

The  Chairman.  I  wish  you  would.  So  far  as  the  physical  method 
is  concerned,  you  say  there  is  nothing  in  the  way  of  stopping  a  man 
from  getting  the  cotton  from  the  South  to  New  York,  and  there  is  no 
trouble  about  finding  storage  space  in  New  York  when  you  get  it 
there,  and  we  have  gone  into  this  contract  with  our  eyes  open; 
I  know  I  have  30  days  to  deliver  it,  and  I  have  no  trouble  about 
finding  that  500  bales  of  cotton,  and  you  have  five  days'  demand. 
There  is  a  little  thing  in  there  that  I  have  not  mentioned,  and  that  is 
price.  I  have  contracted  to  deliver  cotton  to  you  at  a  price.  Just 
now,  when  one  of  these  situations  comes  around  that  we  call  squeezes, 
what  happens  to  me? 

Mr.  Cahill.  You  have  the  cotton  sold. 

The  Chairman.  I  am  selling  it  to  you. 

Mr.  Cahill.  Then  you  will  deliver  it  to  me.  You  have  got  to, 
because  under  our  contract,  our  contract  is  about  as  strict  a  contract 
as  any  contract  I  know.  It  contemplates  delivery  in  every  case, 
and  if  you  sell  me  a  contract  and  can  not  dehver  it,  you  have  got 
to  throw  up  your  hands. 

The  Chairman.  How  do  they  prevent  me  from  doing  it  ? 

Mr.  Cahill.  They  can  not,  if  you  have  the  cotton.  You  have 
got  to  deliver  it.     It  is  absolutely  compulsory. 

The  Chairman.  Just  how  does  this  thing  that  they  call  a  squeeze 
operate  against  me,  the  seDer,  in  cotton?  Let  me  see  if  I  can  not 
help  you.  I  have  contracted  with  you  last  September  to  deliver  500 
bales  of  cotton  next  January.  The  papers  are  passed.  We  are 
fellow  dealers  on  the  exchange,  getting  adong  in  pretty  good  shape, 
and  I  figure  that  I  probably  won't  have  to  deliver  that  cotton;  some- 
how or  other  I  can  cancel  that  out.     Is  not  that  what  happens  to  me  ? 

Mr.  Cahill.  No,  you  cannot.  If  you  take  that  contract  you 
have  to  dehver  it,  and  if  you  cannot  you  have  to  pay  the  price. 
You  have  to  buy  it  where  you  seD  it.  It  is  an  open  market.  ^  You  go 
and  sell  500  bales  of  cotton,  and  you  know  what  you  are  doing  when 
you  go  in  there,  and  if  you  sell  that  500  bales  you  agree  to  deliver  it. 
The  whole  thing  is  based  on  actual  delivery,  and  you  cannot  get  out 
of  it,  and  if  you  say  to  me  "SeU  me  500  bales  of  cotton ''  and  1  want 
that  cotton,  you  hive  got  to  give  it  to  me.  The  whole  exchange  is 
based  on  that.  It  is  a  contract,  and  the  heart  of  the  contract  is 
the  contemplation  of  delivery,  and  actual  delivery.  You  cannot  get 
away  from  it. 

The  Chairman.  How  do  I  get  out  of  this,  because  a  powerful  lot 
of  people  who  sell  cotton  on  contract  over  in  New  York  do  not 
deliver  cotton?     Am  I  wholly  at  your  mercy  if  I  sell  it  to  yout 

Mr.  Cahill.  No. 

The  Chairman.  How  do  I  get  out  of  it?  4 

Mr.  Cahill.  You  have  the  privilege  of  buying  it  in. 

The  Chairman.  What  is  the  process  of  buying  it  in? 

Mr.  Cahill.  You  go  into  the  ring  where  you  sell  it,  and  buy  it. 
It  is  the  same  operation  in  each  case. 

The  Chairman.  You  have  switched  me  from  a  seller  to  a  buyer. 
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Mr.  Cahill.  Then  you  liquidate  it;  you  are  through. 

The  Chairman.  Then  I  have  some  cotton  coming  to  me  in  January. 

Mr.  Cahill.  Yes. 

The  Chairman.  Then  I  take  the  position  that  the  fellow  has  got 
to  come  across  with  my  500  bales  which  I  have  bought. 

Mr.  Cahill.  Yes. 

The  Chairman.  All  right.  Then  what  happens  to  me?  Let  us 
say  it  is  Senator  Nugent  here  now  that  has  gotten  into  the  game. 
Senator  Nugent  has  become  a  seller.  Where  is  he  going  to  get  the 
cotton  ? 

Mr.  Cahill.  He  is  going  to  buy  it  somewhere.  The  Senator  will 
buy  it  somewhere. 

The  Chairman.  Oh,  no.  He  will  go  into  the  ring  and  he  will  make 
a  negotiation  in  which  he  becomes  a  seller. 

Mr.  Cahill.  He  has  already  made  that  negotiation. 

The  Chairman.  Oh,  no;  he  is  a  buyer. 

Mr.  Cahill.  Let  me  have  this  question  again. 

The  Chairman.  I  am  trying  to  find  out  where  the  cotton  comes 
into  this  thing.  I  can  see  you  and  me  and  Senator  Nugent  plainly. 
I  can  see  the  absolute  necessity  of  getting  that  cotton  into  New  York 
within  30  days  in  January  at  a  price,  but  I  am  trying  to  find  out 
where  the  cotton  comes  from. 

Mr.  HoGAN.  I  will  give  it  to  him.  I  understand  that  all  of  that 
cotton  comes  from  Norfolk.  I  think  that  New  York  and  Norfolk 
seem  to  be  both  on  trial. 

The  Chairman.  Of  course,  that  is  following  the  thing  out,  and 
what  I  am  trying  to  get  at  is  one  of  these  unusual  situations  over  in 
the  New  York  market,  on  a  near  month  or  on  a  delivery  month,  in 
which  some  fellow  sitting  behind  four  aces  makes  the  crowd  come 
aoross.     How  is  it  done,  I  would  hke  to  know  ? 

Mr.  Cahill.  Mr.  Chairman,  as  far  as  I  know,  when  you  sell  a 
contract  of  cotton  you  have  got  to  deliver  it,  and  when  you  buy  it 
you  get  it  all  the  time;  there  never  has  been  a  case  yet  where  the 
cotton  exchange  has  fallen  down  in  its  contracts,  and  by  that  I  mean 
the  membership  of  the  exchange.  I  do  not  know  of  a  case  yet  under 
any  conditions,  and  under  the  greatest  stress  when  you  buy  a  hundred 
bales  of  cotton  or  a  thousand  and  you  want  it,  you  get  it.  I  have 
never  known  a  contdition  otherwise.  When  I  buy  a  contract  I  get 
cotton,  just  as  if  I  bought  a  house,  I  get  the  house.  And  I  know  when 
I  go  in  there  if  I  buy  a  hundred  bales  of  cotton  or  a  thousand  or  a 
hundred  thousand  and  stand  on  it  and  want  it,  I  am  going  to  gfet  it. 
I  have  to  get  it. 

Commissioner  Nugent.  In  what  proportion  of  these  future  con- 
tracts is  there  actual  delivery  of  the  cotton  ? 

Mr.  Cahill.  Senator,  it  would  be  hard  for  me  to  give  you  the 
figures. 

The  Chairman.  Without  a  microscope. 

Mr.  Cahill.  I  do  not  think  I  had  better  try. 

Commissioner  Thompson.  May  I  ask  a  question  there? 

Mr.  Cahill.  Yes. 

Commissioner  Thompson.  Mr.  Murdock  said  it  was  30  days' 
delivery  in  this  supposititious  case  of  his  with  you.     Is  that  correct? 

Mr.  Cahill.  You  can  deliver  between  the  first  and  the  last  days 
of  any  month,  with  this  exception 
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Commissioner  Thompson.  In  the  month  where  your  contract  is 
expiring,  the  last  30  days  of  the  contract?  Is  that  it?  Suppose  you 
had  a  contract  to  deliver  in  five  months,  you  can  not  take  any  month 
to  deliver  in  the  five? 

Mr.  Cahill.  You  must  take  a  specific  month.  Assuming  that  you 
sold  a  hundred  bales  of  December,  you  must  deliver  during  Decem- 
ber; if  you  sell  a  hundred  bales  oi  January,  you  must  deliver  in 
January. 

Commissioner  Thompson.  Any  time  in  January? 

Mr.  Cahill.  Any  time  in  January  between  the  first  and  the  last 
days  of  the  month,  in  accordance  with  the  Government  regulations. 
The  Government  regulations  say  that  we  shall  issue  notices  on  cer- 
tain days,  but  if  the  30th  should  fall  on  Sunday,  then  we  would  have 
to  deliver  on  the  29th. 

Commissioner  Nugent.  Excuse  me,  but  have  you  30  days  in  which 
to  deliver  after  the  demand  is  made  on  you  ? 

Mr.  Cahill.  Oh,  no;  not  after  the  demand  is  made.  You  sell, 
and  you  can  deliver  on  either  the  first  of  the  month  or  the  last  of 
the  month,  but  demand  is  not  made  on  you  until  you  approach  the 
end  of  the  month.  In  the  meantime,  you  may  have  issued  a  notice 
for  delivery  on  the  first,  second,  third,  and  so  on,  and  then  you 
have  fulfilled  your  contract  before  going  up  to  the  end  of  the  month. 
Then  a  demand  might  be  made  on  you,  but  reallv  it  is  not  necessary 
to  make  a  demand,  for  this  reason.  Under  tne  cotton  exchange 
rules  and  Government  regulations,  trading  must  cease  at  noon  time 
on  the  25th,  the  last  delivery  day  is  the  31st,  and  notices  must  be 
issued  within  ten  minutes,  so  therefore  on  your  trades,  trades  exist- 
ing previous  to  the  morning  of  the  25th,  we  must  issue  a  notice  and 
indicate  our  intention  to  deliver,  and  then  if  we  sell  up  to  noon 
time,  on  the  last  trading  day,  the  25th,  within  ten  ininutes  you 
must  give  notice  under  the  nue.  You  have  got  to  deliver.  Every 
sale  made  contemplates  the  actual  delivery  of  cotton. 

The  Chairman.  It  may  contemplate  it,  but  as  an  actual  fact 
what  length  of  time  has  a  man  to  dehver  after  demand  is  made 
on  him? 

Mr.  Cahill.  In  actual  practice  there  is  no  demand.  You  go  to 
work  and  issue  a  notice,  we  will  say,  under  the  Government  regula- 
tions five  business  days  before  the  last  delivery  day,  or  five  business 
days  before  the  first  of  the  month,  and  there  is  no  demand  made 
on  him. 

The  Chairman.  Let  us  put  it  this  way.  Suppose  I  would  enter 
into  a  future  contract  witn  you  that  I  would  deliver  to  you  500 
bales  of  cotton  on  a  certain  date.  Now,  at  the  time  I  enter  into 
that  contract,  I  do  not  expect  to  be  called  upon  to  deliver  that  cot- 
ton, and  at  the  time  that  we  enter  into  that  contract  you  do  not 
expect  to  call  on  me  to  dehver  the  cotton,  and  suppose  at  the  expira- 
tion of  the  month  you  conclude  you  want  the  cotton,  and  you  make 
a  demand.  Within  what  period  of  time  after  you  have  made  the 
demand  am  I  obliged  to  deliver  the  cotton? 

Mr.  Cahill.  Let  me  say  this,  you  do  not  make  the  demand. 
You  do  not  have  to  go  so  far.  I  sell  it  to  you  and  I  give  you  a  notice 
I  am  going  to  deliver.  You  do  not  have  to  make  a  demand.  It  is 
up  to  me  to  deliver. 


The  Chairman.  Then  why  this  discussion  here,  and  the  testi- 
mony of  Mr.  Ho^an  and  other  witnesses,  to  the  effect  that  it  is  a 
physical  impossibility  to  get  cotton  into  New  York  very  frequently 
within  the  period  oi  time  in  which  a  delivery  must  be"  made  from 
any  point  in  the  South  except  Norfolk,  but  say  that  it  can  be  gotten 
into  New  York  by  reason  of  the  fact  that  they  could  make  the  ship- 
ment within  48  hours? 

Mr.  Cahill.  That  condition  applies  to  Charleston  and  Savannah, 
with  this  exception,  they  are  a  little  further  South;  but  you  have 
got  various  ports  along  the  Atlantic  Seaboard  and  you  have  a  won- 
derful service  from  New  Orleans  and  Galveston  by  water.  Of 
course,  if  you  have  only  48  hours  in  which  to  make  a  delivery,  you 
can  not  get  your  cotton  from  New  Orleans,  except  in  a  week  or  ten 
days  you  can.  The  point  is  it  may  come  to  a  certain  period  in  the 
montn  when  you  decide  you  are  going  to  deUver,  or  it  may  come 
up  to  a  certain  period  in  the  month  when  it  is  a  very  profitable 
thing  for  somebody  somewhere  who  has  cotton  to  sell  a  hundred 
bales  of  October,  and  make  a  profit. 

The  Chairman.  What  proportion  of  the  future  conti  acts  dealt  in 
on  the  New  York  Cotton  Excnange  at  the  time  they  are  entered  into 
are  expected  to  [be]  fulfilled,  so  far  as  the  dehvery  of  cotton  is  con- 
cerned, by  either  the  buyer  or  the  seller? 

Mr.  Cahill.  That  we  cannot  answer.  We  do  not  know.  All  I  do 
know  is  this,  that  when  it  comes  to  the  final  proposition,  if  I  have  a 
thousand  bales  or  ten  thousand  bales  long,  finally  I  get  the  cotton 
coining  from  somewhere.     I  have  got  to  get  it. 

Commissioner  Nugent.  How  much  cotton  was  traded  in  future 
contracts  last  year,  how  many  bales  approximately  ? 

Mr.  Cahill.  There  is  no  record  kept.  There  was  a  time  years  ago 
when  they  attempted  to  keep  a  record  of  the  trading  during  the  day, 
but  no  record  is  Kept  now. 

Commissioner  Nugent.  It  must  have  amounted  to  milhons  of 
bales. 

Mr.  Cahill.  In  a  year? 

Cemmissioner  Nugent.  Yes. 

Mr.  Cahill.  Millions  and  millions. 

Commissioner  Nugent.  All  right.  How  many  bales  were  actually 
delivered  ? 

Mr.  Cahill.  In  the  course  of  the  year? 

Commissioner  Nugent.  Last  year. 

Doctor  Stevens.  We  have  the  figures  here  on  the  dehveries  on  the 
New  York  Cotton  Exchange  [and]  the  number  of  bales  sold  there  for 
three  years.  It  does  not  include  1922-1923,  but  up  to  that  period 
it  is  right  there  in  that  table. 

Mr.  Cahill.  This  does  not  exactly  answer  the  question.  You  do 
not  want  to  know  just  how  many  bales  were  certificated  and  dehvered, 
but  I  understood  your  question  was  how  many  bales  of  cotton 
speculated  [inspected  were  delivered[?]  to  hquidate  these  contracts? 

That  is  the  impression  I  got. 

The  Chairman.  Yes,  how  many  bales  of  cotton  were  actually 
delivered  ? 

Mr.  Cahill.  Assuming  that  we  inspected 

The  Chairman  (interposing) .  This  merely  for  the  purpose  of  illus- 
tration.    Take  some  other  year  for  which  you  have  the  figures. 
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Mr.  Cahill.  Take  this  last  year,  1922-1923.  We  certificated 
64,475,  but  64,475  may  have  been  in  different  hand?  every  month. 
That  is  an  exaggeration.  It  may  have  been  so  if  we  multiphed  that 
by  12  and  maybe  by  four  more. 

Commissioner  Nugent.  You  say  there  were  millions  and  millions 
of  bales  of  cotton  traded  in  on  the  exchange  last  year? 

Mr.  Cahill.  Yes,  sir.     There  is  no  question  about  it. 

Commissioner  Nugent.  And  according  to  your  figures  there  were 
but  64,000  bales  of  cotton  actually  dehvered? 

Mr.  Cahill.  Yes,  sir.  But  there  is  an  old  illustration  that  tells  us 
that  there  is  not  enough  gold  in  the  world  to  cover  the  various  trades 
made  as  they  are  made. 

Commissioner  Nugent.  It  must  be  true  that  at  the  time  a  very 
large  proportion  of  those  contracts  are  entered  into,  that  the  men  who 
traded  in  them  did  not  expect  either  a  demand  or  [for]  a  delivery  of 
the  cotton  or  to  deliver  the  cotton. 

Mr.  Cahill.  They  do  not  know,  but  they  have  the  privilege  of 

requiring  it. 

Conmiissioner  Nugent.  I  thank  you. 

The  Chairman.  Now,  Mr.  Cahill,  I  want  you  to  help  me,  and  you 
are  not  doing  it.  You  are  causing  me  trouble  here.  You  won't 
explain  what  a  squeeze  is.  The  simi  total  of  that  is,  so  far  as  I  am 
concerned,  I  am  going  not  into  the  cotton  market  myself  to  speculate, 
because  I  do  not  want  to  know  the  rules  of  the  game.  But  1  want  to 
get  this,  and  you  can  tell  me,  and  I  am  very  serious  about  it.  You 
fust  said  if  you  had  all  the  gold  in  the  world  it  would  not  suffice  on 
straight  deliveries  to  handle  the  business  of  the  New  York  Cotton 

Exchange.  ,      ^t       ^t    y    r^ 

Mr.  Cahill.  No,  no.     I  did  not  say  on  the  New  York  Cotton 

Exchange.     That  is  wrong. 

The  Chairman.  All  the  deliveries  in  the  world.  All  right.  That 
is  just  as  good  for  my  illustration  as  if  it  wai?  on  the  New  York  Cotton 
Exchange,  and  I  am  not  so  dead  sure  it  is  not  so  true  about  that. 
That  is,  a  dollar  will  pay  a  good  many  debts? 

Mr.  Cahill.  Yes ;  that  is  the  idea. 

The  Chairman.  Passing  from  you  to  me  and  then  to  Mr.  Thomp- 
son and  back  again,  a  dollar  willsettle  a  dollar  debt  amongst  all. 

Mr.  Cahill.  That  is  the  idea. 

The  Chairman.  Get  this.  I  want  to  know  it,  and  there  is  not  any 
reason  why  you  can  not  answer  it.  You  folks  over  there  on  the  New 
York  Cotton  Exchange  buy  and  sell  contracts  to  receive  and  deliver 
cotton,  and  one  contract  will  cancel  the  other  out.  I  am  a  buyer 
one  day  and  I  am  a  seller  the  next. 

Mr.  Cahill.  That  is  right.  .     v^   i 

The  Chairman.  And  a  favorite  aphorism  among  you  is  that  there 
is  always  a  buyer  for  a  seller,  and  there  is.  One  dollar  of  eold  will 
settle  many  debts;  and,  following  out  this  clearing-house  idea,  it  is 
your  beUef  and  your  experience  that  a  very  Httle  cotton  will  settle  a 
good  many  contracts.     Now,  that  is  right,  isn't  it? 

Mr.  Cahill.  Yes,  sir.  , .    ,    , 

The  Chairman.  What  I  want  to  know  is  this:  What  kmd  of  cotton 

settles  those  contracts? 
Mr.  Cahill.  Well,  I  will  tell  you. 
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The  Chairman.  I  am  goins  to  ask  you  still  another  question. 
Isn't  it  awful  poor  cotton  which  is  used  to  settle  those  contracts  ? 
Mr.  Cahill.  No,  sir.     We  hear  that  once  in  a  while,  but  it  is  not 

•0. 

The  Chairman.  Isn't  this  dollar  that  goes  around  to  settle  the 
debts  pretty  well  bedraggled  and  worn  by  the  time  it  gets  aroimd? 

Mr.  Cahill.  No,  sir. 

The  Chairman.  Well,  what  grade  of  cotton  is  used  over  there  over 
and* over  again  in  New  York,  not  maybe,  as  you  say,  but  actually  is 
used  to  settle  a  lot  of  contracts?  What  kind  of  cotton  is  used? 
Would  any  of  these  spinners  use  it? 

Mr.  Cahill.  They  use  every  bale  of  it;  there  has  never  been  a  bale 
shipped  to  New  York  which  hits  not  gone  out.  There  was  never  a 
bale  received  that  was  not  spinned.     These  stories  which  you  hear-^— ^ 

The  Chairman  (interposing).  That  answers  the  question,  if  it  is 

spinnable  cotton. 

Mr.  Cahill.  Spinnable,  absolutely,  and  classed  under  the  Govern- 
ment's regulations,  under  the  Department  of  Agriculture,  and  it  is 
all  right.  In  regard  to  the  membership  of  the  warehouse  committee, 
I  can  give  the  exact  wording  of  the  by-laws : 

The  warehouse  licensing  committee  shall  consist  of  the  president  ex  officio 
and  at  least  one  other  member  of  the  board  of  managers,  who  shall  be  chairman, 
and  five  members  of  the  exchange. 

'  That  makes  it  seven.     I  said  seven. 

Doctor  Stevens.  If  you  do  not  understand  the  meaning  of  the 
word  "squeeze,"  I  do  not  suppose  you  understand  the  meaning  of 
the  word  ''manipulation"? 

Mr.  Cahill.  No,  sir. 

Doctor  Stevens.  In  other  words,  what  would  you  say  if  anvone 
were  to  ask  you  the  question  whether  there  were  squeezes  or  manipu- 
lations in  New  York?  You  would  answer  that  you  did  not  know 
what  they  meant? 

Mr.  Cahill.  WeU,  we  hear  a  lot  of  this  talk  of  squeezes  and 
manipulations,  and  so  on,  and  you  might  talk  all  morning  on  the 
subject,  and  I  could  not  tell  you  anything.  Do  you  have  to  take  all 
of  this  down?     Does  this  have  to  go  down? 

The  Chairman.  This  is  an  open  hearing.     We  have  to  have  this 

record. 

Mr.  Cahill.  I  see.  We  might  talk  aU  mornmg,  and  I  could  not 
tell  you  anything  that  you  do  not  know  now  about  it. 

The  Chairman.  That  is  [not  ?]  true  about  me.  That  is  rw^  [  ?]  true 
of  Doctor  Stevens.     I  am  anxious  to  know. 

Mr.  Cahill.  It  is  true  about  you,  too. 

Doctor  Stevens.  Then  I  will  ask  you  this  question:  Is  it  your 
candid  opinion  that  the  New  York  futures  market  functions  just  as 
well  as  it  could  be  expected  to  function  or  ought  to  function? 

Mr.  Cahill.  I  do  not  Uke  that  question,  "functions  just  as  well 
as  it  could  be  expected  to  function.'^'     I  say  it  functions. 

Doctor  Stevens.  Do  you  consider,  then,  that  it  is  not  possible 
to  improve  the  functioning  of  the  New  York  cotton  futures  market? 

Mr.  Cahill.  How  need  to  prove  it  ?     It  does  function.     You  know 

it  functions.  •  j  <  •  ,, 

Doctor  Stevens.  You  misunderstood  me.     I  said  '  improve,    not 

"prove." 
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Mr.  Caioll.  Oh,  improve  the  functioning  of  the  cotton  exchange? 
That  would  be  rather  hard  for  me  to  answer,  because  as  was  said 
here  a  day  or  two  ago,  you  can  improve  anything.  I  do  not  know 
how  to  improve  it.  We  have  got  a  contract  there  that  requires  the 
dehvery  of  cotton,  and  we  dehver  all  the  time,  and  when  you  buy 
cotton  there  you  can  get  your  cotton  all  the  time. 

Doctor  Stevens,  i  ou  nave  not  heard  any  suggestions,  then,  that 
you  think  might  improve  the  situation  of  the  functioning  of  the  New 
York  cotton  lutures  market  ? 

Mr.  Cahill.  Could  I  make  a  few  statements?  As  we  run  along, 
we  will  come  to  that.  I  say  that  we  are  a  cotton  market,  that  we 
always  have  a  potential  stock  of  cotton.  If  we  have  not  the  cotton 
in  New  York,  we  have  it  close  to  New  York,  and  because  of  the  fact, 
a  matter  of  nature  or  providence,  or  whatever  you  call  it,  we  have 
had  short  crops  for  the  last  several  years;  and  the  stocks  all  over  the 
world  have  been  depleted.  Liverpool  at  one  time  had  only  a  week's 
supply  of  American  cotton,  and  we  know  what  the  stocks  were  in 
other  ports,  but  whenever  necessary  to  fulfill  sales  which  were  made 
on  the  New  York  Cotton  Exchange  we  obtained  the  cotton. 

The  Chairman.  I  want  to  call  your  attention  to  the  fact  that  you 
are  taking  a  good  deal  of  time,  and  to  keep  in  mind  that  I  am  going 
to  call  time  on  you  pretty  soon. 

Mr.  Cahill.  How  many  minutes? 

The  Chairman.  You  have  been  running  now  45  minutes.  That 
is  about  15  minutes  over. 

Doctor  Stevens.  I  want  to  get  some  of  these  questions  answered 
if  I  can,  Mr.  Murdock. 

The  Chairman.  Go  ahead  and  ask  them. 

Doctor  Stevens.  All  right.  Are  there  any  warehouses  in  New 
York  City  handling  cotton  exclusively? 

Mr.  Cahill.  Doctor,  the  warehouses  where  we  store  cotton,  store 
cotton  exclusively,  but  the  system  of  warehouses  which  may  own 
that  particular  warehouse  may  store  in  adjoining  warehouses  other 
things,  but  in  any  individual  warehouse  we  have  cotton  only. 

Doctor  Stevens.  The  individual  unit. 

Mr.  Cahill.  Yes,  sir. 

Doctor  Stevens.  Do  you  know  of  any  time  when  the  New  York 
warehouse  capacity  was  substantially  exhausted  ? 

Mr.  Cahill.  We  always  succeed  in  obtaining  storage  for  any 
cotton  that  has  come  to  New  York. 

Doctor  Stevens.  Did  you  ever  have  any  difficulty  in  obtaining 
storage  for  cotton  in  New  York? 

Mr.  Cahill.  Yes,  sir.  We  had  some  difficulty,  as  I  imderstand, 
a  little  while  ago,  but  we  overcame  that  difficulty  by  getting  space 
for  35,000  bales. 

Doctor  Stevens.  Did  you  have  a  special  committee  that  was 
investigating  the  warehouse  facilities  in  1922? 

Mr.  Cahill.  I  think  there  is  a  special  warehouse  committee,  of 
which  Mr.  Sam  Hubbard,  jr.,  was  chairman. 

Doctor  Stevens.  Now,  I  want  to  read  you  a  quotation  from  a 
letter  signed  by  an  individual  who  is  chairman,  or  who  signs  himself 
as  chairman  of  a  special  committee  for  investigation,  presumably 
for  warehouse  facilities. 

Mr.  Cahill.  Who  is  that,  please? 


Doctor  Stevens.  The  letter  I  have  here  is  not  signed.  I  have  not 
got  the  signature  on  it,  because  it  is  a  carbon  copy. 

Ab  to  the  question  of  the  warehousing  in  New  York,  we  all  admit  that  the 
conditions  here  are  economically  unsound  and  extremely  poor.  There  has  been 
a  special  committee  investigating  this  matter  practically  every  five  or  six  years. 

Does  that  indicate  that  the  storage  facilities  in  New  York  are 
satisfactory,  or  anywhere  near  satisfactory? 

Mr.  Cahill.  I  think  that  was  Mr.  Hubbard's  committee. 

Mr.  Hubbard.  I  think  I  should  answer  that  question,  if  I  may  be 
permitted,  for  I  believe  that  is  a  letter  that  I  wrote. 

The  Chairman.  What  is  your  name? 

Mr.  Hubbard.  Mr.  S.  T.  Hubbard. 

The  Chairman.  Did  you  write  that  letter? 

Mr.  Hubbard.  Yes;  1  think  so.  I  can  explain  the  reason  and 
what  I  know  about  it. 

The  Chairman.  Go  ahead. 

Mr.  Hubbard.  I  would  like  to  do  so. 

The  Chairman.  Of  course,  Mr.  Cahill  has  the  floor,  and  if  he 
wants  to  yield  to  you,  he  may  do  so. 

Mr.  Cahill.  I  will  be  very  glad  to  do  so. 

Mr.  Hubbard.  For  many  years  it  has  been  a  hobby  with  me  to 
try  and  have  a  concentrated  warehouse  in  New  York,  rather  than 
have  them  in  Hoboken  and  on  Staten  Island  and  several  places,  and 
I  have  endeavored  at  various  times  to  investigate.  We  have  had  a 
committee  a  number  of  times  doing  so.  The  idea  of  the  investiga- 
tion was  to  reduce  the  expenses,  wmch  is  always  a  good  thing  to  do. 
I  took  it  up  and  in  fact  at  one  time  in  1916,  just  before  we  went  into 
the  war,  we  had  gotten  so  far  that  we  had  secured  temporary  plans 
or  tentative  plans  drawn  up  to  build  our  warehouses.  It  was  not 
because  there  was  not  the  space  in  New  York.  We  have  never  had 
an  occasion  when  we  did  not  have  the  space  that  we  could  get  availa- 
ble for  deliveries  on  contracts.  It  was  simply  because  some  of  us 
who  are  merchants  in  New  York  felt  that  we  could  improve  and  build 
ourselves  a  better  warehouse  than  there  was  in  New  York.  That  was 
the  whole  basis  of  that. 

Naturally,  we  are  progressive  citizens  in  the  city  of  New  York, 
and  if  we  feel  that  we  can  have  a  better  warehouse  than  there  is 
there — not  that  they  were  not  fireproof  or  that  they  were  not  good 
warehouses,  but  that  we  might  improve  on  them,  that  we  might  con- 
centrate our  cotton  under  one  roof,  so  to  speak,  and  naturally  more 
or  less  reduce  our  expenses — that  thing  almost  reached  a  head  in 
1916.  We  were  in  the  midst  of  the  war  and  the  port  of  New  York 
was  being  taken  over  practically  by  the  Federal  Government,  and 
it  was  later  on  taken  over  by  the  United  States  Grovemment.  I 
myself  left  New  York  in  the  spring  of  1917,  and  did  not  return  for 
almost  two  years.  When  I  returned,  the  matter  was  again  taken 
up  and  we  were  under  war  conditions,  we  had  building  construc- 
tion— as  all  you  gentlemen  know  about.  I  subsequently  took  the 
matter  up  with  the  Bayway  Company,  and  we  investigated  it  for 
them;  in  fact,  the  Bayway  Companv  made  us  a  proposition  that 
they  would  turn  over  to  the  New  York  Cotton  Exchange  their  entire 
stores,  and  stores  would  be  added. 

The  Chairman.  Did  you  write  that  letter? 
Mr.  Hubbard.  I  tlmik  I  did,  sir. 
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The  Chairman.  What  is  the  date  of  that  letter? 

Mr.  Hubbard.  Some  of  those  documents  are  not  signed. 

Doctor  Stevens.  It  is  dated  March  17,  1922.  It  is  a  letter  taken 
from  the  files  of  the  New  York  Cotton  Exchange. 

Mr.  Cahill.  With  regard  to  warehouse  space  in  New  York,  I 
know  now  warehouses  that  have  1,750,000  feet,  square  feet,  of  ground 
floor  space,  and  that  alone  will  take  care  of  approximately  600,000 
bales  of  cotton,  and  a  bale  of  cotton  never  has  been  stored 

Doctor  Stevens  (interposing) .  Are  the  storage  charges,  the  freight 
charges,  the  insurance  charges,  and  so  forth,  at  New  York  higher  or 
lower  tlian  they  are  at  southern  points,  generally  speaking? 

Mr.  Cahill.  It  would  be  better  [for  some  one  else  ?]  to  give  you 
the  charges  at  the  southern  points,  and  I  will  give  you  the  New 
York  figures. 

Doctor  Stevens.  You  have  no  knowledge  as  to  what  those  charges 
are? 

Mr.  Cahill.  I  have  a  comparison  here.  For  instance,  we  can 
store  cotton  in  New  York  for  a  storage  rate  of  25  cents  per  bale  per 
month,  and  labor  in  and  out — this  is  the  first  month — of  25  cents; 
that  makes  50  cents  the  first  month,  and  I  have  a  memorandum  here 
of  one  of  the  eastern  tariffs  dated  September  1,  1923,  compressed 
American  or  Arizona  cotton,  first  montn  storage  in  and  out  55  cents; 
storage  each  month  or  portion  of  month,  25  cents. 

Doctor  Stevens.  Have  you  any  direct  knowledge  of  what  thase 
storage  charges  are?  Isn't  it  generally  considered  tliat  New  York  is 
an  expensive  place  to  store  in,  compared  with  southern  points? 

Mr.  Cahill.  It  is  said  so.  Everyoody  says  so,  but  when  you  get 
down  to  actual  facts  and  investigate  the  thin^,  it  does  not  seem  so. 
Here  is  an  illustration.  Everybody  speaks  in  New  York  of  the  high 
cost  of  this  and  that  and  everything  else.  I  have  not  answered  your 
other  question  about  the  improvement  of  the  New  York  contract. 

Doctor  Stevens.  I  asked  you  that  at  first. 

Mr.  Cahill.  Are  you  still  on  that? 

Doctor  Stevens.  No.  I  want  to  get  this  port  charge  proposition 
cleared  up  if  possible.  Are  the  deliveries  at  New  York  greater  or 
less  than  at  New  Orleans  on  contracts  ? 

Mr.  Cahill.  I  think  they  are  greater  in  New  York.  You  have 
your  own  figures  on  that. 

Doctor  Stevens.  All  right.     That  is  all. 

Mr.  Cahill.  Let  me  answer  that  other  question. 

Doctor  Stevens.  All  right. 

Mr.  Cahill.  In  regard  to  improving  the  New  York  contract,  I  do 
not  see  how  it  can  be  done  very  well,  and  in  regard  to  bringing  in  the 
southern  warehouse  system,  1  would  say  that  Dallas,  Galveston, 
New  Orleans,  Savannah,  and  Norfolk  have  gone  on  record,  as  being 
opposed  to  it.  You  have  got  practically  all  of  the  ports  opposed  to 
it.  We  think  that  it  is  not  commercially  desirable,  that  it  is  indefi- 
nite as  to  place  and  indefinite  as  to  value  in  our  minds,  and  indefi- 
nite as  to  charges  at  the  various  places;  that  it  is  too  complicated. 
It  is  not  feasible  and  it  is  going  to  unsettle  things,  because  with 
varying  grades  differences,  varying  local  charges,  freights,  and  so  on. 
it  is  going  to  be  expensive,  because  it  will  add  or  entail  additional 
expense  to  the  business.  You  will  have  to  maintain  machinery  and 
it  IS  going  to  be  difficult  to  finance  the  proposition,  and  that  is  indi- 
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cated  already  by  some  bankers,  I  am  told.  That  I  do  not  know. 
They  did  not  indicate  it  to  me,  but  I  have  heard  so — and  it  would  be 
apt  to  give  us  a  depressed  contract.  It  might  give  us  jgeneral  market 
depression,  and  there  is  no  doubt  in  my  mind  but  what  it  will  give 
the  discount 

The  Chairman  (interposing).  Mr.  Cahill,  your  time  has  expired, 
by  about  twenty  minutes. 

Mr.  Cahill.  Very  well. 

The  Chairman.  If  we  skip  along  here  in  pretty  good  shape  we 
can  get  through  by  half -past  twelve,  and  Mr.  Howard  says  he  wants 
about  five  minutes  [ — ]  and  his  associations  [associates]  mving  [have] 
had  very  little  time,  [.]  Mr.  Howard,  if  you  can  confine  yourself  to 
that  I  will  appreciate  it. 

Mr.  Howard.  I  do  not  think  I  will  take  that  long. 

Commissioner  Thompson.  Before  Mr.  Howard  makes  a  statement 
I  would  like  to  ask  a  question.  Is  there  a  unanimity  of  opinion 
among  the  spinners  here  that  they  are  in  favor  of  the  southern  ware- 
housing plan?    Is  there  any  spinner  present? 

Mr.  Johnson.  Southern  warehouse  delivery? 

Commissioner  Thompson.  Yes. 

Mr.  Johnson.  We  went  on  record  as  favoring  southern  ware- 
house deliveries  yesterday. 

Commissioner  Thompson.  It  is  unanimous  among  you? 

Mr.  Johnson.  Unanimous  among  spinners;  yes. 

The  Chairman.  Mr.  Latham,  do  you  subscribe  to  that?  We 
haven't  heard  from  you  yet. 

Mr.  Latham.  Mr.  Chairman,  I  take  it  for  granted  that  Mr.  John- 
son is  voicing  the  sentiment  of  some  organization  he  directly  repre- 
sents. I  am  here,  having  been  selected  by  the  New  York  Cotton 
Exchange  because  I  am  also  on  that  southern  warehouse  committee 
which  is  pursuing  the  investigation  of  this  subject  that  we  are  dis- 
cussing, and  I  suppose  that  I  along  with  other  members  of  this  com- 
mittee, was  chosen  for  the  reason  that  we  are  directly  connected 
with  the  business  that  we  are  trying  to  fathom;  that  is,  the  spot 
cotton  business,  either  in  storage  or  in  manufacturing  or  in  mer- 
chandising or  in  exporting;  also  membership  in  the  New  York  Cot- 
ton Exchange.  I  happen  to  represent  all  of  those  interests  myself, 
and  I  am  not  prepared  to  tell  you  what  other  spinners  say,  but  think 
Mr.  Johnson's  organization  has  gone  on  record.  I  have  only  my 
own  views  on  the  subject. 

The  Chairman.  Now,  Mr.  Howard. 

STATEMENT  OF  MB.  C.  B.  HOWABD,  ATLAKTA,  GA. 

Mr.  Howard.  I  wish  to  speak  only  on  one  point  which  was  brought 
out  yesterday  and  has  not  been  touched  on.  It  was  brought  out  by 
questions  asked  me  by  Mr.  Hubbard  and  Mr.  McFadden  m  relation 
to  the  differences  as  to  premiums  or  discounts  between  near  and  dis- 
tant months.  I  answered  that  in  so  far  as  it  affects  our  selling  of 
spot  cotton,  but  giving  it  furthrer  thought,  it  is  a  very  important 
question,  a  factor  in  tne  general  marketmg  of  cotton. 

All  exchanges  occupy  an  important  position  in  the  distribution  of 
cotton,  but  their  function  should  be  to  assist  the  distribution  of 
cotton,  and  if  they  fail  to  do  that,  then  there  is  no  reason  for  their 
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existence.  The  rules  and  regulations  should  be  fixed  so  as  to  make 
them  in  line,  so  far  as  possible,  with  spot  cotton.  When  anyone 
sells  us  a  December  contract,  if  he  has  to  actually  deliver  the  cotton 
in  New  York,  it  is  generally  done  at  a  loss  to  the  seller  as  compared 
with  the  price  he  can  get  for  cotton  in  shipping  to  American  mills 
or  for  export.  The  cause  of  that  is  that  New  York  is  out  of  line  of 
the  current  of  cotton  marketing,  or  the  trend  of  marketing  to  the 
mills  or  to  export,  and  it  costs  him  relatively  more  to  get  the  cotton 
to  New  York  with  the  charges  after  it  gets  there  and  deliver  it  on 
his  contract.  That  being  the  case,  it  tends  to  make  the  near  months 
when  he  has  to  deliver  go  to  a  premium  over  the  more  distant  months. 
That,  I  think,  is  bad  for  the  distribution  and  marketing  of  cotton, 
for  the  following  reasons:  First,  here  is  a  buyer  of  cotton  goods. 
He  sees  May  contracts  in  New  York  at  a  discount  of  50  or  100  points 
or  more  under  December.  He  thinks  that  if  he  waits  he  should  buy 
his  goods  best  on  that  lower  month,  and  he  does  not  buy,  he  waits 
to  buy.  A  cotton  mill,  seeing  May  at  a  discount  under  December, 
does  not  buy  its  requirements,  but  waits  to  buy  hoping  to  buy  on 

that  discount.  , ,  .    ^  .  ,        xt  i.  a 

Now,  there  is  always  more  cotton  sold  in  October,  November,  and 
December  than  the  spinners  of  the  world  need  at  that  time.  The 
cotton  merchant  is  usually  the  reservoir.  He  buvs  that  cotton  and 
sells  contracts  against  it  and  prevents  the  flood  down  the  mountam 
side*  but  if  he  has  to  sell  his  hedge  into  a  more  distant  month  into  a 
discount,  then  he  hesitates  to  buy  the  cotton  that  is  pressmg  on  the 
market,  because  he  is  selling  his  hedge  into  a  discount  and  apparent 
loss,  plus  his  carrying  charges  until  that  more  distant  month,  which 
gives  less  demand,  for  the  cotton  that  is  present  on  the  market,  less 
demand  from  the  cotton  merchants  and  less  demand  from  the  spinner. 
The  natural  order  should  be  that  the  near  month  should  be  at  a  dis- 
count and  the  more  distant  months  at  a  premium,  because  cotton 
should  be  worth  more  in  March  and  in  May  than  it  is  m  October  and 
November.     There  is  less  cotton  at  that  time.     There  is  less  cotton 

to  be  sold  at  that  time.  ,    x  •    xi.    /  n         * 

The  cotton  that  is  ginned  and  goes  on  the  market  m  the  tall  must 
be  carried  into  the  spring  and  summer  at  the  carrying  charge,  at  the 
cost  of  warehousing  and  insurance  and  interest.  So  it  is  a  normal 
condition  when  the  near  month  is  at  a  discount.  If  we  have  southern 
warehousing,  where  cotton  can  be  delivered  against  these  near 
positions  ^thout  being  forced  out  of  its  current  to  New  York,  it 
would  to  a  certain  extent  correct  that  abnormality,  and  abnormal 
things  are  what  we  wish  to  get  away  from  in  the  cotton  trade. 
Mr.  Hubbard.  May  I  ask  a  question? 

Mr.  Howard.  Yes.  •    ^t.  wi. 

Mr.  Hubbard.  My  understanding  of  the  net  sunimary  is  that  the 
whole  thing  is  that  you  desire  to  have  the  near  positions  in  New  York 
at  a  discoimt  under  distant  positions? 

Mr.  Howard.  Yes,  sir.  _  . 

Mr.  Hubbard.  And  that  is  also  the  opmion  of  the  spinner*  May 
I  ask  that  question  of  Mr.  Johnson? 

The  Chairman.  Mr.  Spinner  has  not  the  floor. 

Mr.  Howard.  I  will  yield  for  that  question,  Mr.  Johnson. 

Mr.  Johnson.  That  is  one  of  the  things  which  the  spmner  recom- 
mended, and  it  operates  in  favor  of  the  spinner— the  premium  to 
absorb  the  carrying  charge. 
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Mr.  Howard.  That  is  all  I  have  to  say. 

The  Chairman.  Thank  you,  Mr.  Howard. 

Mr.  Marcus,  of  the  Texas  Cotton  Association,  comes  next. 

STATEMENT  OF  KB.  THEODOEE  MARCUS,  DALLAS,  TEX. 

Mr.  Marcus.  Mr.  Chairman  and  gentlemen,  what  I  am  going  to 
say,  I  would  like  to  have  on  the  record  as  being  a  personal  statement, 
and  not  for  the  Texas  Cotton  Association,  because  they  are  at 
variance  from  my  views,  I  think,  to  a  great  extent,  and  I  want  to  give 
them  the  opportunity  later  on,  if  they  should  want  to,  to  make  a 
statement  of  their  own.  I  do  not  want  to  embarrass  them,  in  other 
words.  Mr.  Chairman,  I  want  to  say  that  I  am  in  favor  of  cotton 
exchanges.  I  think  the^  perform  a  function  that  the  farmer  and 
the  merchant  and  the  spinner  could  not  do  without.  To  show  you 
how  closely  aUied  the  cotton  exchanges  are  with  our  business,  I  may 
say  that  as  a  merchant  we  buy  our  cotton  nearly  altogether  from 
first  hands,  and  we  hedge  that  cotton,  and  in  the  course  of  our  busi- 
ness it  becomes  necessary,  to  fill  the  orders  which  we  have,  to  buy 
additional  cotton,  which  is  also  hedged,  and  I  would  like  to  have  the 
privilege  of  having  a  contract  that  we  could  deliver  that  cotton 
against  with  the  least  penalty.  I  am  speakic^  now  of  the  surplus 
over  and  above  our  orders. 

I  might  go  further  and  say  this — that  we  have  a  further  need  for 
futures  when  we  sell  cotton  ahead.  I  am  now  speaking  of  selling 
ahead  for  export.  In  advancing  markets,  the  charges,  meaning  the 
6  per  cent  and  the  insurance  and  the  exchanges,  amount  in  round 
figures  to  above  ten  points  for  each  cent  a  pound  advance  in  the 
market,  and  if  we  sell  a  thousand  bales  of  cotton  ahead  for  deUvery, 
say  sixty  days  hence,  and  the  market  is  advancing,  for  instance, 
^5  cents  a  day  [and  it  is  25  cents  to-day?],  and  it  should  advance  to 
29  cents  or  30  cents,  before  I  could  get  ready  to  buy  that  cotton, 
I  have  increased  the  charges,  or  rather  the  charges  have  been  in- 
creased by  this  advance  in  the  market,  50  points.  In  other  words, 
the  net  calculation  to  me,  figured  on  the  basis  of  30  cents  per  pound, 
would  be  50  points  less  than  if  figured  on  the  basis  of  25  cents  a  pound, 
and  it  becomes  necessary,  although  I  do  not  want  to,  for  me  to  buy 
a  hundred  bales  of  futures  to  onset  that  difference  in  the  charges. 
In  other  words,  if  the  market  advances  5  cents  per  poimd,  I  will 
have  made  approximately  on  that  100  bales  a  matter  of  $2,500,  but 
I  will  have  lost  exactly  the  same  amount  in  the  advance  on  th» 
charges  against  that  transaction  in  spot  cotton. 

I  mention  that  for  the  purpose  of  showing  you  the  fallacy  of  at- 
tempting to  do  away  with  the  future  market,  if  there  is  any  such 
intention  on  the  part  of  anybody,  as  was  stated  here  yesterday  by  a 
gentleman,  Mr.  Marsh,  I  believe. 

Another  thing  that  I  should  like  to  say  is  this,  in  behalf  of  the 
merchant  or  middleman,  who  seems  to  come  in  for  so  much  censure 
and  ridicule  by  these  farmers'  associations  and  [co?]  operatives. 

Mr.  Howard.  Not  by  the  [co]  operatives. 

Mr.  Marcus.  I  mean  the  farm  labor  unions,  and  so  forth.  I  did 
not  include  Mr.  Howard's  association,  or  I  did  not  mean  to,  because 
I  do  not  think  they  agree  with  the  other  people.  Cotton  is  sold,  as 
has  been  shown  liere,  over  a  period — that  is,  the  majority  of  the 
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the  first  place,  he  may  not  care  to  finanro  it      wT^        ^     *     ■'" 

necessary  to  have  a  middlemln^hn  i.^^u^     .   Pu^""""^'  '*^  becomes 
of  our  cYtton  within  rit^Ll''^  W^^^^  r'l'^'^ 

merchandising  profit  or  commission  mit  nf  tf   olA  4i?°?  ^t^^aki^g 

would  not  take  the  quantity,  nor  wouldh/  t«ki  ^L  i™*'  ?f 
make  that  explanation  on  bYhaJf  of^v  WlL  mL^*  f  **^^'  ''"*'■  ^ 
exa^ly  the  s^e  situation  that  I  iTnitlrforTh'tltr^b" 

I  do  not  believe  have  been  SadeZte  clear^nd YhZ*^*'!*"-^^^ 
taken  notes  and  I  may  ramble  alo'n^  wfe  ^e  you'^KaSi^ 
Ihe  trouble  to  mv  mind    as  I  annW^^  u    ^tt      f  x     ■     P»™on- 
gentlemen  who  have  spokek  ^ere    t^  ,^f  f  L      '''*i     ^"'"n  *«,  y''" 
spoken  here,  with  the  l?ew  York  6o^n  fI^^  gentlemen  who  have 

2yss.  JXT  r.fi^„r  s.T.ffifw?„feiTS 

cotton  there,  because  any  man  can  sell  even-rdnZe  cotZ  Rt  «n^ 
arfihTniraH- TmT  "^  ''  ^^'^  ^^^^^tj\^l 

I  ct^TStiT  rx  SaT  S^^oii-b^  rr '  r^ 

place,  there  are  Within  the  range  of  possfbiUtiesfiT;^    fh  ^'^  ^"^^ 

&rsic{f^  ni  t7q1ii«    ^  y       5"^"g  w)  take  the  contisruous 

&lvLr^""'   "'  "''  y^"  g"'^  ^  <^«^«  the  contiguous  gfaZ 

The  Chaieman.  Why  is  that  such  a  terrible  objection  f 
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Mr.  Marcus.  The  reason  why  it  is  a  great  objection,  I 

The  Chairman  (interposing).  Wait  until  I  finish  my  question. 
Why  doesn't  it  also  apply  to  your  ten  tenderable  grades  there? 
There  are  differences  in  value  and  grades  too. 

Mr.  Marcus.  Under  the  present  scheme,  you  can  deliver  any- 
thing, practically,  but  imder  tenderable  grades  you  would  have  50 
bales  01  low  middling  and  50  bales  of  good  middling,  very  fine  cotton, 
but  the  contract  would  not  pass.  Now,  gentlemen,  I  want  you  to 
thoroughly  understand  that  if  the  contiguous-grade  proposition  can 
be  shown  to  be  workable,  I  am  in  favor  of  it;  but  I  nave  consulted 
and  spoken  to  Doctor  Stevens,  if  I  maybe  permitted  to  say  that,  and 
he  has  no  definite  ideas  as  to  it  himself.  I  am  afraid  that  it  is  going 
to  restrict  the  contract,  and  if  it  does,  then  you  are  defeating  the 
purposes  that  you  are  now  trying  to  attain.  When  the  Lever  bill 
was  presented 

The  Chairman  (interposing).  Of  course,  Mr.  Marcus,  that  is  easy 
to  say,  that  the  truth  of  the  matter  is  that  along  about  ten  years 
ago;  [ — ]  I  know  this  personally,  and  I  was  on  the  ground  myself  and 
saw  this — ^when  the  proposition  came  up  in  Congress  to  restrict  the 
New  York  Cotton  Exchange  in  any  respect,  they  cried  ''Murder'' 
over  there,  that  all  the  world  was  coming  to  an  end.  As  a  matter 
of  fact,  we  have  sat  here  for  three  days  and  heard  the  same  men, 
who  thought  they  were  going  to  be  crippled  for  life,  <5ome  in  here  and 
indorse  it  as  an  almost  perfect  measure.  You  say  further  restriction 
of  the  delivery  contract  would  seriously  cripple  the  New  York  Cotton 
Exchange.     Why  do  you  think  it  would  do  that? 

Mr.  Marcus.  The  reason  I  say  that  is  that  the  further  restric- 
tions you  place  on  the  number  oi  grades  deliverable,  will  mean  the 
fewer  deliveries  that  will  be  made,  and  my  argument  is  more 
deliveries  should  be  made  and  not  less. 

The  Chairman.  Were  there  more  deliveries  made  under  the  old 
conditions,  when  there  was  no  law,  than  now? 

Mr.  Marcus.  I  am  not  prepared  to  answer  that  question;  that  is 
a  matter  of  statistics,  and  we  are  not  dealing  with  Chat  situation.  I 
take  it  that  we  are  dealing  with  the  present  situation  and  not  the 
past.  We  are  dealing  with  how  can  you  get  more  cotton  available 
for  New  York  contracts,  in  order  to  stabiUze  the  price  and  do  away 
with  the  condition  that  you  gentlemen  seem  to  be  complaining  of. 

The  Chairman.  I  am  not.  Don't  put  me  in  any  such  position. 
I  am  seeking  light. 

Mr.  Marcus.  When  the  Lever  bill  was  proposed,  it  originally 
contained  thirteen  or  fourteen  grades,  ana  Congress  saw  fit  to 
reduce  it  to  about  ten.  If  I  am  not  correct,  you  gentlemen  will 
correct  me,  I  am  sure.  They  cut  what?  They  cut  out  middling 
tinted  [tinged],  middling  [strict  middling],  gray,  strict  low  middling 
spotted.  The  three  grades  that  I  have  mentioned  are  just  as  good, 
to  my  mind,  for  spinning  purposes  as  any  other  grades  in  the  ten. 
My  argument  is  tnis.  At  the  present  time  with  the  restriction  of 
low  middling  on  the  down  side  tnat  contract  means  in  effect  a  strict 
low  middling  contract,  because  people  do  not  wsmt  to  ship  cotton 
to  New  York  and  take  a  chance  of  having  the  rejection  of  the  low 
middlings,  so  they  are  extremely  careful,  and  I  thmk  the  gentlemen 
here  wiH  bear  me  out  in  that.  If  you  had  a  strict  good  ordinary 
contract,  you  would  then  perhaps  have  in  effect  a  low  middling  con- 
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tract,  which  was  contemplated  by  Mr.  Lever  in  this  bill,  but  I  main- 
tain that  the  three  grades,  the  middling  tinted  [tinged]  and  the 
strict  middling  gray,  and  the  strict  low  middling  spotted,  are  abso- 
lutely fine  spinnable  cotton  and  readily  salable,  and  any  spinner  in 
the  world  would  be  glad  to  get  them. 

I  want  to  say  further,  your  reference  to  dog  tails  does  not  exist 
[apply],  but  the  gentleman  here  yesterday  has  truly  stated  that 
since  the  advent  of  the  boll  weevil  the  cotton  is  picked  very  early, 
and  we  have  got  gins  which  will  take  everything  out  of  the  cotton 
except  the  color,  and  we  do  not  have  the  good  ordinary  and  the 
strict  good  ordinary,  which  existed  prior  to  the  Lever  biU.  The 
low  grades  are  of  the  type  which  are  not  tenderable  on  contracts  in 
Texas. 

My  mind,  therefore,  nms  on  these  lines,  that  if  you  are  going  to 
ciu-e  the  situation  to-day,  vou  are  not  going  to  cure  it  by  further 
restricting  the  grades,  but  oy  making  it  attractive  to  deliver  cotton 
against  contracts  and  not  unattractive.  That  is  mv  argument 
against  the  even  running  cotton  and  the  contiguous  grades,  although 
I  say  I  would  favor  the  contiguous  grades  if  it  can  be  shown  that  it 
is  workable. 

Now,  how  does  the  kind  of  cotton  deUverable  on  contracts  affect 
this  premium  of  the  near  and  discoimta  of  the  future?  It  is  by  all 
means  this  to  all  intents  and  purposes,  that  you  invite  the  speculator 
and  the  spot  people,  perhaps  not  acting  in  collusion  but  acting  in 
this  belief,  that  generally  speaking  a  short  crop  means  premiums  on 
the  nears,  and  discounts  on  the  Jviure  [fars].  That  is  the  generally 
accepted  behef  among  the  spot-cotton  people,  and  it  is  generally 
preached  by  everybody.  Therefore,  when  a  spot  man  sells  a  con- 
tract ahead.,  he  wants  to  buy  futures  against  it,  and  he  buys  the 
near  position  because  he  thinks  the  near  position  will  come  up  and 
the  distant  position  go  down.  It  invites  the  speculator  to  come  in 
on  the  same  theory,  and  buy  the  nears  rather  tnan  the  distants,  be- 
cause he  realizes  that  when  the  sale  of  the  cotton  becomes  necessary 
he  will  sell  the  distant  one  and  not  the  near,  and  that  whether  you 
have  collusion,  as  has  been  tried  [alleged]  in  many  cases,  whicn  is 
altogether  gossip  and  rumor,  I  take  it,  it  is  simply  because  all  cotton 
men's  minds  meet  on  that  proposition  that  that  is  the  case,  and  it  is 
taken  up — I  am  speaking  of  the  spot-cotton  men — and  because 
cotton  men's  minds  meet,  and  because  the  speculator  goes  along 
and  believes  that,  you  have  that  situation. 

The  Chairman.  Can  I  take  this  as  a  rule,  in  your  best  belief  in 
watching  this  thing,  that  when  we  find  out  in  the  fall  of  any  year  in 
the  future  that  there  is  a  tremendous  production  of  cotton,  then  the 
normal  and  logical  position  of  the  future  markets  is  near  markets 
[months]  at  a  discount  and  distant  markets  [months]  at  a  premium? 

Mr.  Marcus.  Yes,  sir. 

The  Chairman.  That  next  fall,  if  there  is  another  short  crop, 
then  it  is  your  prediction,  based  upon  a  logical  knowledge  of  the  past, 
that  the  near  future  months  will  be  at  a  premium  and  the  distant 
months  will  continue  at  a  discount? 

Mr.  Marcus.  I  will  say  that  that  is  correct,  with  this  reservation, 
that  if  you  will  give  me  enough  spot  cotton  to  make  the  speculator 
place  his  buying  hedges  in  distant  positions,  not  in  the  nears,  I 
think  you  will  get  your  near  months  down  to  the  level  of  the  spot 
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cotton,  and  you  will  perhaps  have  a  level  situation,  if  not  the  distant 
at  a  premium.  I  said  a  moment  ago  that  that  is  a  general  belief 
of  the  trade,  that  that  condition  should  prevail  or  does  prevail.  I 
do  not  say  that  that  is  due  entirely  to  the  spot  man's  idea,  but  I  say 
it  is  aided  and  abetted  by  the  speculator  who  follows  the  spot  man. 
If  you  can  eliminate  the  speculator  by  throwing  the  fear  into  nim  that 
he  is  going  to  get  cotton  which  to-day  he  is  not  afraid  of,  because 
there  is  no  cotton  in  New  York  to  give  him,  he  will  not  stay  in  that 
near  position.  He  will  follow  the  logic  of  the  thing  and  buy  the  dis- 
tant and  bring  about  just  what  we  want.  I  want  you  to  understand, 
generally,  that  I  am  in  favor,  distinctly,  of  anything  that  will  put 
the  near  months  at  the  value  of  cotton  and  distant  months  at  a  pre- 
mium that  will  pay  the  carrying  charge,  and  that  is  where  it  ought 
to  be.  I  can  not  see  why  immediate  cotton  should  be  worth  more 
money  than  March  cotton.  There  is  no  reason  for  it,  excepting  (he 
very  conditions  which  I  have  just  explained  to  you. 

Going  back  to  my  original  point,  if  you  restrict  the  deUvery  of 
cotton,  then  you  defeat  that  purpose. 

On  the  question  of  southern  warehouse  delivery,  I  came  here  with 
an  open  mind.  The  question  becomes  more  involved,  it  strikes  me. 
I  may  say  broadly  that  I  am  in  favor  of  it,  because  I  believe  that 
unless  you  put  too  many  restrictions  around  it  and  make  it  so  severe, 
that  the  man  in  the  South  won't  deliver  cotton,  that  it  will  at  least 
have  the  effect  of  instilling  that  fear  into  the  speculator  and  keep 
him  out  of  advancing  the  near  position  all  the  time. 

I  believe  I  have  made  my  statement. 

The  Chairman.  Have  you  any  questions,  Doctor  Stevens? 

Doctor  Stevens.  I  do  not  think  I  have  a  question. 

The  Chairman.  We  thank  you,  Mr.  Marcus.  We  realize  that 
that  is  your  personal  view  and  you  are  not  embarrassing  your  as- 
sociation in  any  way. 

Mr.  Marcus.  I  thank  you. 

The  Chairman.  Now,  Mr.  Latham,  we  would  be  very  glad  to 
hear  from  you.     Is  Mr.  Blalock  here  this  morning? 

Mr.  Howard  of  Atlanta.    I  think  he  left  last  night. 

The  Chairman.  I  see.  After  you,  Mr.  Latham,  I  have  here  one 
more  speaker,  and  that  is  Mr.  Clayton,  who  wants  to  get  back  to 
New  York.    Cotton  is  going  up  every  day,  I  see  from  the  newspapers. 

STATEMENT  OF  ME.  GEORGE  B.  LATHAM,  OF  GREENSBORO, 

N.  C. 

Mr.  Latham.  My  name  is  George  B.  Latham,  of  Greensboro, 
N.  C.  I  am  a  cotton  merchant  and  warehouseman  and  cotton  spin- 
ner. .  I  wish  to  say  that  I  have  the  honor  of  appearing  before  you  for 
the  reason  that  I  was  appointed  by  the  New  York  Cotton  Exchange, 
having  been  a  member  of  that  and  also  a  member  of  this  much- 
talked-of  committee  for  investigating  the  southern  warehouses  in 
the  South  for  the  delivery  of  New  York  contracts. 

The  Chairman.  Were  you  born  down  in  North  Carolma? 

Mr.  Latham.  Yes,  sir.  ^r    i  o 

The  Chairman.  When  did  you  go  to  New  York? 

Mr.  Latham.  Well,  sir;  I  have  been  makmg  pilgrimages  to  New 
York  about  every  two  months  for  the  past  35  years,  but  -the  tar  is 
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still  very  tliick  on  my  heel,  and  I  still  live  in  North  Carolina,  and 
always  have. 

The  Chairman.  When  you  arrive  at  New  York,  what  is  the  New 
York  Cotton  Exchange  physically  ?  Is  it  a  building  ?  I  do  not  know. 
I  would  like  to  know. 

Mr.  Latham.  I  believe  that  I  can  tell  you  that.  The  New  York 
Cotton  Exchange  is  a  menibership  of  various  interests  scattered 
throughout  the  world,  engaged  almost  exclusively  in  the  business  of 
dealing  in  cotton.  There  are,  to  be  sure,  a  few  stock  exchange  mem- 
bers that  I  find  drift  down  there  for  either  business  or  social  reasons, 
but  in  the  main  the  membership  of  the  New  York  Cotton  Exchange  is 
a  membership  of  men  engaged  in  the  cotton  trade.  The  fact  that  they 
are  acting  and  joined  together  bv  forming  a  corporation  and  have  built 
a  great  building  in  which  they  nave  their  offices,  and  on  the  top  floor 
of  which  they  cry — that  is,  they  deal  in  this  thing  called  cotton, 
there  are  orders  assembled  there  from  the  four  comers  of  the  world. 

The  Chairman.  They  are  an  incorporation? 

Mr.  Latham.  No,  sir.  There  is  no  incorporation  of  the  New  York 
Cotton  Exchange. 

The  Chairman.  I  thought  you  said  there  was  an  incorporation? 

Mr.  Latham.  No,  sir. 

The  Chairman.  They  come  together  as  members  of  a  common 
organization,  because  they  are  interested  in  the  buying  and  selling  of 
cotton,  crying  it  for  sale  and  purchasing  it.  Now,  that  is  one  thmg. 
That  is,  men  get  together  and  what  do  they  form?  That  is  what 
I  want  to  get  at.  I  do  not  know,  but  I  really  want  to  know,  do  you 
do  just  as  I  would  have  done  traveling  in  from  Kansas.  I  would  ob- 
serve the  world  and  wonder  who  they  were  and  how  they  operated. 
These  men  get  together  and  what  do  they  actually  do  ?  It  is  not  a 
corporation.     Is  it  an  association? 

Mr.  Latham.  Yes,  sir. 

The  Chairman.  What  is  its  legal  entity? 

Mr.  Cone.  If  I  may  interrupt,  it  is  a  corporation,  chartered  within 
the  last  few  months. 

The  Chairman.  That  makes  it  quite  easy  to  get  along.  Its  mem- 
bers, are  they  stockholders  in  this  thing?  Does  the  corporation 
have   a  share   capital? 

Mr.  Latham.  I5o,  sir.  They  have  what  they  call  a  franchise  or  a 
seat.  That  is,  they  are  admitted  to  the  trad[ing  floor.  That  is  a 
privilege  of  being  a  member  of  the  New  York  Cotton  Exchange. 

The  Chairman.  They  do  not  have  share  capital? 

Mr.  Latham.  I  do  not  think  there  are  shares  issued. 

Mr.  Cone.  They  are  a  membership  corporation  ? 

The  Chairman.  I  see;  and  this  corporation  really  has  something 
for  sale,  hasn't  it,  outside  of  cotton?  As  a  corporation  does  it  have 
something  for  sale? 

Mr.  Latham.  Do  you  mean  does  it  have  value? 

The  Chairman.  Ko;  I  am  thinking  about  the  fact  that  a  lot  of  men 
congregate  together  and  form  a  corporation.  They  have  apparently 
no  share  capital.  They  have  certainly  something.  What  is  their 
holding?     Is  it  the  membership  in  the  thing?     Is  that  their  holding? 

Mr.  Latham.  That  is  all. 

The  Chairman.  That  is  called,  and  I  think  erroneously,  a  seat? 

Mr.  Latham.  Yes,  sir. 
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The  Chairman.  How  many  seats  do  these  folks  own  in  this 
corporation  ? 

Mr.  Latham.  I  think  there  are  about  350. 

Mr.  Cone.  Four  hundred  and  fifty,  altogether. 

The  Chairman.  If  I  go  in  there  and  want  to  buy  a  seat,  what  is 
my  process  of  getting  that  seat  ? 

NIr.  Latham.  You  would  have  to  buy  [from]  somebody  else. 

The  Chairman.  I  see. 

Mr.  Latham.  You  would  have  to  buy  some  member  out  who  has 

got  one  for  sale. 

The  Chairman.  So  I  do  not  really  buy  from  the  corporation,  but 

from  a  member? 

Mr.  Latham.  From  a  member. 

The    Chairman.  Does    the   corporation   have    anything    to   say 

about  it? 

Mr.  Latham.  I  think  they  would  have  nothing  to  say  as  to  whether 
the  member  could  sell  it  to  you,  but  whether  you  would  be  admitted 
to  the  privileges  they  would  have  a  great  deal  to  say. 

The  Chairman.  So  I  might  buy  something  which  some  one  else  did 

not  have  to  sell?  „  ,    .  u  /•   j 

Mr.  Latham.  He  would  have  something  to  sell,  but  you  would  tmd 

the  door  locked  when  you  tried  to  get  in. 

The  Chairman.  What  do  these  seats  sell  for  ordinarily? 

Mr.  Latham.  Well,  sir,  being  from  a  cheap  section  of  the  country, 
I  bought  mine  pretty  cheap,  $600,  in  1898,  but  I  think  they  are  about 
$28,000  now.     They  have  sold  higher  than  that. 

The  Chairman.  And  here  is  a  commodity  in  the  shape  of  a  seat. 
If  you  bought  for  $600  and  sold  for  $28,000,  would  you  pay  an  income 

tax  on  that  profit?  ,.       ,       xi  i.       i 

Mr.  Latham.  Well,  sh*,  that  is  not  a  thing  that  I  have  ever  thought 
about  or  even  consulted  counsel  concerning  it.  • 

The  Chairman.  I  am  trying  to  locate  that  seat  as  a  piece  of 
property,  but  I  do  not  suppose  it  can  be  done.  This  corporation 
whioh  has  memberships  which  the  individual  can  sell,  and  has  no 
share  capital,  does  have  a  great  big  building,  doesn't  it? 

Mr.  Latham.  I  am  of  the  opinion — but  I  would  like  for  you  to  ask 
one  of  the  New  York  people  that  are  here — I  am  of  the  opinion  that 
that  building  has  been  built  by  a  corporation  known  as  a  building 
committee  that  is  separate  and  apart  from  the  charter  of  the  New 
York  Exchange.  Am  I  correct  about  that?  I  will  yield  to  Mr. 
Cone  to  give  you  information  upon  that.  ,,,■,.      ^ 

The  Chairman.  If  you  can  in  a  word.     Who  owns  the  building? 

Mr.  Cone.  The  New  York  Cotton  Exchange  owns  the  building, 
and  the  corporation  is  simply  organized  for  the  purpose  of  providing 
housing  facilities  and  establishing  rules.  It  has  nothing  whatever 
to  do  with  the  cotton  business  itself  in  any  way  whatsover.  In  the 
process  of  time  the  cotton  exchange  owns  the  land  free  and  clear, 
and  last  year  we  borrowed  enough  money  and  plastered  our  building 
with  first  and  second  mortgages  sufficient  to  put  up  this  new  structure. 

The  Chairman.  Then  the  individual  members  are  not  individually 

liable  for  that? 

Mr.  Cone.  Except  as  they  guarantee  the  second  mortgage. 

Mr.  Latham.  And  that  only  applied  to  some  few  of  the  members. 

Mr  Cone.  Practically  all  the  New  York  men  went  m. 
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The  Chairman.  Then,  Mr.  Latham,  here  is  a  membership,  which 
is  a  corporation,  which  has  certain  liabiHties  of  a  corporation,  a 
membership  which  has  a  certain  thing  to  sell,  and  this  membership 
gathers  in  this  building  daily? 

Mr.  Latham.  Except  holidays  and  Sundays. 

The  Chairman.  At  what  hour  do  they  open  up  this  trading? 

Mr.  Latham.  At  certain  seasons  of  the  year  they  open  at  9  o'clock 
and  at  other  seasons  they  open  at  10. 

The  Chairman.  And  what  time  do  they  close? 

Mr.  Latham.  When  they  open  at  9  o  clock  they  close  at  2  and 
when  they  open  at  10  they  close  at  3. 

The  Chairman.  Do  they  maintain  a  service  for  ticker  informa- 
tion? 

Mr.  Latham.  The  ticker  news  is,  of  course,  supervised  by  the 
membership  committee  or  by  the  committee  on  quotations. 

The  Chairman.  That  is,  a  transaction  takes  place,  a  quotation 
follows,  and  that  Quotation  is  posted,  and  that  posted  quotation  is 
transmitted  arouna  New  York  City,  isn't  it? 

Mr.  Latham.  Yes,  sir. 

The  Chairman.  And  around  the  United  States? 

Mr.  Latham.  It  is  turned  over  to  the  news  carriers  of  the  world, 
the  Western  Union  and  the  Postal,  and  so  forth. 

The  Chairman.  Is  there  an  ownership  in  that  quotation,  do  you 
know? 

Mr.  Cone.  There  is  not. 

Mr.  Latham.  Not  so  far  as  the  quotation  of  the  exchange  is  con- 
cerned. 

The  Chairman.  When  that  price  or  a  quotation  is  posted  and 
quoted,  that  becomes  then  public  property.     Am  I  right  in  that? 

Mr.  Latham.  Yes,  sir. 

The  Chairman.  I  wanted  to  know.  There  are,  of  course,  on  this 
market,  as  you  have  observed  when  you  have  made  these  visits  from 
North  Carolina,  a  bull  and  a  bear,  who  is  a  buyer  and  seller  of  future 
contracts.     Is  that  right? 

Mr.  Latham.  I  think  sometimes  those  terms  are  used  in  rather  an 
offensive  or  frivolous  sort  of  way. 

The  Chairman.  I  did  not  mean  it  in  that  way.  There  is  a  man 
who  believes  it  is  a  good  thing  to  sell  a  contract  for  future  delivery  at 
a  price,  and  there  is  a  man  opposite  him  who  beheves  it  is  a  good  thing 
to  buy  that  contract.     That  is  a  transaction? 

Mr.  Latham.  I  think  more  properly  the  transaction  would  be  if  a 
spinner,  like  Mr.  Johnson  over  there,  would  have  sold  some  clothes  or 
yams  earlier  aggregating  300  bales,  and  he  wishes  to  cover  that,  he 
sends  his  order  to  a  man  in  New  York  to  cover  this  particular  trans- 
action, a  legitimate  transaction,  and  I  at  the  same  time  have  a 
broker  standing  across  the  room — Mr.  Clayton's  broker  or  my 
broker,  who  comes  up  from  North  Carolina  or  Texas — who  has  in- 
structions to  buy  some  cotton  from  some  cooperative  association  or 
some  firm. 

The  Chairman.  You  have  carried  this  back  just  one  degree,  but 
what  you  see  when  you  get  down  there  is  a  buver  and  seller.  I  do 
not  see  Mr.  Johnson,  and  you  do  not  see  Mr.  Johnson.  One  of  them 
has  an  offer  to  buy  and  the  other  has  an  offer  to  sell  in  the  open  market. 
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That  continues,  you  say,  until  an  hour  in  the  afternoon  when  that 
market  closes? 

Mr.  Latham.  Yes,  sir. 

The  Chairman.  Are  there  any  other  transactions  in  the  New  York 
Cotton  Exchange  after  the  market  closes,  between  members  ? 

Mr.  Latham.  So  far  as  that  is  concerned,  I  think  most  of  the  cotton 
people  are  engaged  in  the  spot  cotton  business,  and  there  is,  of  course, 
no  time  Umit  upon  buying  spot  cotton. 

The  Chairman.  There  could  be  a  sale  of  spot  cotton  anywhere  or 
any  time.  Is  there  any  dealing  in  anything  after  the  close  of  that 
market  ? 

Mr.  Latham.  I  can  not  say,  but  having  viewed  the  closing  of  the 
cotton  market  a  number  of  times  I  can  say  that  the  very  instant  the 
bell  rings  it  does  not  mean  that  every  tongue  is  paralyzed,  and  probably 
the  trading  does  continue. 

The  QiAiRMAN.  Is  there  any  bidding  or  offering  of  stuff  after  the 
close  of  the  market? 

Mr.  Latham.  Only  on  the  immediate  recession  of  the  wave,  so  to 
speak.  In  other  words,  there  is  no  market  an  hour  or  two  or  three 
hours  after  that,  so  far  as  I  have  ever  heard. 

The  Chairman.  And  bids  and  offers  are  not  made? 
Mr.  Latham.  Except  immediately  following  the  ringing  of  the 
gong,  which  indicates  the  closing  hour. 

The  Chairman.  There  are  no  puts  and  calls  in  the  cotton  market. 
Am  I  right  on  that? 

Mr.  Latham.  None,  so  far  as  I  know. 
Mr.  Cone.  It  has  always  been  against  the  rules. 
The  Chairman.  I  wanted  to  get  that.    I  am  differentiating  in  my 
own  mind  between  this  exchange  and  the  business  of  trading  m  other 
commodities,  such  as  wheat. 

Mr.  Latham.  I  have  traded  in  almost  everything  that  I  have  ever 
had  an  opportunity  to  trade  in,  but  I  have  never  had  an  opportimity 
to  trade  in  puts  and  calls  on  the  cotton  market,  but  I  would  have 
been  guilty  if  this  was  possible. 

The  Chairman.  You  are  a  business  man,  and  have  studied  over 
these  things.  You  believe,  of  course,  or  you  would  not  be  in  it, 
that  the  future  market  performs  a  function  which  stabilizes  the  market 
and  permits  an  intelligent  forward  trading  in  commerce.  You 
think  that  the  future  market  is  a  good  thing? 
Mr.  Latham.  I  do. 

The  Chairman.  I  know  you  do.  Can  you  differentiate  trading 
for  future  deUvery  with  the  real  expectation  of  getting  some  thing, 
and  that  which  is  very  often  called  gambling?  That  is,  where  a 
man  gets  into  a  situation,  he  does  not  own  any  commodity,  he  is 
very  much  frightened  if  the  commodity  happens  to  approach  him, 
and  he  does  not  want  it,  and  he  goes  into  a  proposition  and  buys  or 
sells  a  thing,  or  agrees  to  buy  and  sell  a  thing  at  a  future  date,  with 
absolutely  no  intention  either  of  delivering  or  receiving.  I  do  not 
know  whether  you  know  it  or  not — are  you  a  lawyer? 
Mr.  Latham.  No,  sir. 

The  CHAIRMAN.  The  Supreme  Court  has  come  dangerously  near 
saying  that  a  contract  for  receipt  or  dehvery  of  a  commodity  at  a 
future  date  has  its  vaHdity  based  in  the  bona  fide  intention  of  the 
buyer  or  seller  to  receive  or  deliver,  and  that  if  the  intention  is  not 
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present  it  is  gambling.  What  is  your  view  of  that?  That  is  a  legal 
opinion.  I  am  not  a  lawyer  and  you  are  not  a  lawyer;  what  do  you 
tnink  of  it  as  citizen? 

Mr.  Latham.  I  believe  that  in  order  to  hang  the  shadow  of  gani- 
bling  upon  that  transaction,  both  the  buyer  and  the  seller— that  is 
the  parties  to  the  transaction — would  both  have  to  enter  into  the 
transaction  with  an  intent  and  a  purpose  to  make  no  delivery. 

The  Chairman.  Do  you  think  that  there  has  got  to  be  a  double 
intention  to  escape  the  actual  transaction,  whicn  would,  in  effect, 
amount  to  a  conspiracy? 

Mr.  Latham.  1  think  that  would  in  effect  be  true,  even  though 
one  of  the  parties  was  a  member  of  the  cotton  exchange,  but  a  man 
sending  an  order  to  the  New  York  Cotton  Exchange  does  it  with  a  pre- 
sumed full  knowledge  of  the  fact  that  every  slip  tnat  his  broker  signs 
states  upon  its  face  that  an  actual  receipt  or  delivery  according  to 
the  transaction  is  contemplated,  and  in  the  history  of  the  New  York 
Cotton  Exchange  there  never  has  been  a  termination  of  a  month  but 
what  all  contracts  that  had  not  been  satisfactorily  passed  out  of  in 
the  meantime  were  properly  and  satisfactorily  liquidated.     As  the 

fentleman  who  preceded  me  said,  one  vear  there  were  some  800,000 
ales  of  cotton  sent  to  New  York  and  delivered  on  contracts,  and 
there  were  other  years  when  the  contracts  were  very  much  lighter. 

The  Chairman.  It  has  a  history  that  is  clear  of  refutation  [repudia- 
tion] ? 

Mr.  Latham.  In  so  far  as  I  believe  there  never  has  been  anybody 
that  bought  a  hundred  bales  of  cotton  on  the  New  York  Exchange 
that  if  he  stayed  there  with  his  capital  liquid  and  intending  to  receive 
did  not  have  the  cotton  stuck  under  his  nose  sometime  in  the  month. 
Sometimes  members  have  had  to  send  in  a  note  that  they  were 
unable  to  meet  their  obligations.  Of  course  that  is  not  the  matter 
that  you  are  investigating  at  the  present  time. 

The  Chairman.  No.  In  these  hearings  it  veuy  frequently  hap- 
pens that  the  most  elementarv  things,  the  simple  things,  are  over- 
looked, and  I  have  never  seen  the  New  York  Stock  [Cotton]  Exchange, 
and  I  simply  wanted  to  get  from  your  mind  a  vision  of  it.     When  I 

fo  down  tnere  in  the  lower  end  of  New  York  City  I  am  so  confused 
do  not  see  anything.     There  is  so  much  going  on. 

Mr.  Latham.  I  am  sure  we  will  be  very  glad  to  have  you  come 
down  and  look  over  the  exchange. 

The  Chairman.  I  am  afraid  to. 

Mr.  Latham.  It  is  not  essential,  you  know,  but  some  vests  do 
have  inside  pockets.     Would  you  like  me  to  proceed  now? 

The  Chairman.  Oh,  surely. 

Mr.  Latham.  One  of  the  things  I  would  like  to  call  to  the  atten- 
tion of  the  commission  is  the  investigation  this  committee  is  now 
making  with  regard  to  the  storage  of  cotton,  or  rather  the  certificat- 
ing of  stored  cotton,  in  the  Soutli,  and  I  wish  to  say  in  that  respect 
that  I  am  not  representing  the  New  York  Cotton  Exchange  in  any 
views  that  I  am  making,  lor  the  reason  that  even  this  committee  is 
probably  not  a  unit  upon  any  one  of  the  things  we  have  considered. 
We  are  investigating  from  time  to  time  the  things  we  have  been  dele- 
gated to  do,  just  as  you  gentlemen  are,  without  collusion,  and  there- 
fore if  Mr.  Clayton  should  agree  with  me  or  Mr.  Jenks  should  disa- 
gree with  me  in  what  I  have  to  say,  they  are  entirely  within  their 


rights.  Therefore,  what  I  am  expressing — and  I  feel  that  I  have  a 
right  to  tell  the  commission  some  of  the  stuff  that  this  committee 
has  taken  in  its  investigation  of  this  subject  as  to  why  we  should 
certificate  cotton  in  the  South  and  not  confine  it  primarily  to  the 
port  of  New  York. 

The  first  conclusion  that  we  arrive  at  is  that  the  handling  of  cotton 
in  New  York,  because  of  its  bigness,  is  nothing  like  as  economical  as 
it  is  handling  it  in  smaller  places  There  is  a  freight  rate  to  New 
York  that  is  lost  sight  of,  and  the  port  expenses  in  New  York  are 
large,  and  when  you  are  attempting  to  serve  cooperative  associations 
and  farmers  and  everybody  else  that  is  interested  in  the  cotton  trade, 
I  believe  that  I  unanimously  voice  the  sentiment  of  the  New  York 
Cotton  Exchange  when  I  say  that  we  wish  to  do  everything  as  eco- 
nomically and  with  as  little  cost  as  can  be  done  in  tne  conduct  of 
business. 

Therefore  those  people  who  are  engaged  in  the  spot- cotton  business 
have  naturally  seen  the  lack  of  economy  as  practiced  in  the  port  of 
JSTew  York,  because  they  are  higher  than  they  are  in  other  places. 
There  may  be  some  places  even  higher  than  New  York,  but  in  [  i  ]  ship- 
ping the  cotton  into  New  York  and  getting  it  in  and  then  out  is 
expensive. 

In  addition  to  that,  New  York  does  not  have  the  same  advantf^ge 
as  many  other  places  in  the  world.  For  instance,  Greensboro,  N.  C., 
is  one  of  those  places  where  you  can  ship  cotton  almost  from  any- 
where, and  you  can  put  it  in  a  store  and  keep  it  three  months  or  six 
months,  and  then  you  pay  the  original  rate  of  freight  on  to  destina- 
tion, and  the  rate  is  the  rate  which  it  costs  the  shipper. 

Therefore,  to  put  cotton  in  warehouses  there  on  what  is  called  the 
reshipping  privilege  is  a  very  fine  thing  for  thut  particular  market. 
That  market  is  not  alone  in  enjoying  that  privilege;  there  are  others — 
Greenville,  S.  C,  Atlanta,  Ga.,  and  Augusta,  and  other  places. 

The  Chairman.  It  is  practically  a  mUling  in  transit  privilege? 

Mr.  Latham  That  is  exactly  what  it  is.  The  port  of  New  York 
for  some  reason  or  other  has  never  gotten  gateway  privileges  1  do 
not  know  what  is  the  matter  with  them.  I  do  not  suppose  they  have 
been  asleep.  Therefore,  if  you  wish  to  ship  cotton  from  Savannah, 
Ga.,  or  some  interior  point  to  New  York  and  then  send  it  to  Con- 
necticut among  the  Yankees,  or  any  other  place  in  New  England, 
or  over  into  Canada,  you  will  find  tnat  the  rate  of  freight  from  the 
primary  point  pays  two  local  freights  You  will  also  find  that  you 
can  ship  cotton  to  almost  any  foreign  port — of  coursfe,  not  to  the 
occasional  places  where  it  would  take  a  special  ship,  but  to  the  main 
cotton  ports  of  the  world,  such  as  Liverpool  and  Havre  and  Bremen 
and  Genoa — you  can  ship  cotton  practically  all  the  year  round  just 
as  cheaply  from  Norfolk  or  Savannah  or  New  Orleans  or  Galveston 
as  from  New  York.  Therefore,  the  coastwise  comes  in  there,  and 
that  economy  many  of  us  have  failed  to  appreciate  and  has  been  lost 
sight  of.  Of  course,  it  is  necessary  for  New  York  to  have  some 
cotton.  That  is  admitted  by  all  men.  I  am  speaking  of  New  York 
generally.  A  large  number  of  merchants  engage  for  their  own  pro- 
tection to  keep  cotton  there,  so  that  there  will  be  no  reflection  inade 
upon  them.  There  must  be  some  cotton  in  the  port  of  New  York 
practically  all  the  time;  and  this  year,  when  we  got  down  to  having 
only  two  hundred  bales  of  cotton — and  in  fact  I  believe  it  got  down 
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to  the  point  where  the  great  port  of  New  Yorii  had  only  ninety-two 
bales  of  certificated  cotton — which  more  or  less  was  the  substance 
at  one  time  of  all  that  shadow  of  hedging  and  of  dealer  buying,  and 
things  of  that  kind,  and  of  course  you  gentlemen  know  that  that  was 
too  small  an  amount.  Of  course,  the  need  was  answered  by  some 
fifteen  thousand  bales  going  up  the  last  week  in  October.  But  to 
get  it  there  in  a  large  way  and  an  economic  way  is  impracticable,  so 
that  the  various  members  of  the  cotton  exchange  delegated  to  a 
committee  this  matter  of  investigating  whether  or  not  they  could 
not  accept  cotton  for  delivery  outside  of  the  port  of  New  York. 

Commissioner  Nugent.  Is  this  the  first  time  to  your  knowledge 
in  the  history  of  the  cotton  exchange  when  a  conmiittee  has  been 
delegated  by  that  body  to  make  such  an  investigation  ? 

Mr.  Latham.  No,  sir.     They  have  done  so  several  times  before. 

Conmiissioner  Nuget.  Over  what  length  of  time  1 

Mr.  Latham.  Well,  sir,  I  can  not  answer  that,  not  having  been 
upon  the  committees,  but  I  know  in  a  general  sort  of  way  it  has  been 
done,  and  the  statistics  can  be  handed  to  you  and  the  reports  of  all 
the  committees. 

Mr.  Cone.  Since  1903. 

Commissioner  Nuget.  Do  we  have  them? 

Doctor  Stevens.  Yes. 

Commissioner  Nugent.  Notwithstanding  the  investigation  has 
extended  over  a  period  of  about  twenty  years,  nothing  has  been  done 
to  reheve  the  situation  of  which  you  are  now  complaining.  Is  that 
correct? 

Mr.  Latham.  It  has  never  been  considered  as  desirable  to  do  it. 

The  Chairman.  We  have  the  reports. 

Mr.  Latham.  This  mvestigating  committee  have  concluded  that 
if  the  warehousing  can  be  moved  to  a  little  bit  larger  field  than  they 
now  occupy,  and  all  of  the  strength  and  character  that  has  heretofore 
supportea  the  basis  of  these  contracts  can  be  carried  along,  that  it 
would  be  desirable.  The  committee,  Mr.  Chairman,  has  not  had  in 
mind  at  any  time  whether  or  not  it  would  materially  benefit  or  hurt 
any  particular  ones,  but  the  thinking  has  been  along  the  line  as  to 
whether  or  not  it  would  be  a  great  benefit  to  all  without  hurting  any 
particular  class;  and,  being  the  only  dirt  farmer  on  the  comniittee, 
Mr.  Chairman,  I  take  this  opportumty  of  saying  that  in  my  opinion, 
and  representing  the  other  farmers  on  the  committee  with  me,  if  we 
could  devise  a  contract  or  anything  of  that  kind  that  would  be  of 
more  benefit  to  the  producer  himself,  we  would  be  very  glad  to  see  it 
done.  I  believe  each  and  every  member  of  the  committee  would 
desire  to  make  that  sort  of  a  contract.  Therefore,  whatever  prejudices 
we  may  have  as  we  go  along  are  in  that  direction,  or  trying  to  benefit 
the  producer. 

Carrying  it  along  as  to  whether  or  not  we  shall  certificate  in  the 
South,  there  are  many  difficulties  which  it  would  be  impossible  for 
me  to  relate  in  the  short  time  I  have,  but  there  are  a  great  many,  such 
as  the  strength  and  solvency  and  chaacter  of  warehouses,  because 
this  involves  very  tremendous  financing.  A  thousand  bales  of  cotton 
at  the  present  time  is  very  easily  said.  You  do  not  even  have  to  say 
it  slow,  but  it  amounts  at  the  present  time  to  $170,000,  and  that  is 
an  item  that  will  have  to  be  taken  into  consideration. 
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The  Chairman.  I  am  following  you  as  closely  as  I  can,  but  take 
that  objection  that  you  have  got  to  the  southern  delivery  points, 
and  then  I  contrast  that  immediately  in  my  mind  with  your  state- 
ment that  New  York  had  at  one  time  ninety-two  bales,  which  it 
did  not  take  much  money  to  finance. 

Mr.  Latham.  No,  sir. 

The  Chairman.  Well,  why  should  it  take  much  down  South?    I 

i'ust  can  not  join  the  two  together.  There  must  be  something  that 
'  do  not  know  about.     What  is  it? 

Mr.  Latham.  That  ninety-two  bales  of  cotton  is  one  contract. 
It  probably  weighed  more  than  five  hundred  pounds  to  the  bale. 

The  Chairman.  But  you  said  in  New  York  tnat  they  were  making 
settlements  of  future  contracts  and  there  were  only  ninety-two 
bales. 

Mr.  Latham.  That  is  true. 

The  Chairman.  It  did  not  take  very  much  to  carry  the  cotton 
that  was  offered  on  contract  there,  then.  What  is  the  difference 
between  that  and  having  the  New  York  future  contracts  with 
deliveries  down  South?  Does  it  contemplate  that  if  you  have  ware- 
house deliveries  down  South,  you  are  going  to  have  a  powerful  lot 
of  cotton  piled  up  for  delivery? 

Mr.  Latham.  Not  necessarily.  You  must  recollect  that  we  came 
very  dangerously  near  going  into  a  famine  this  year  at  the  end  of 
the  season  until  new  supplies  came  in.  Cotton  manufacturers  here, 
there,  and  ever3rwhere  were  strained  to  get  supplies  to  run  their 
mills  with,  because  the  visible  supply  of  cotton  had  rim  down  very 
considerably,  and  it  was  rather  natural  that  the  New  York  stock 
moved  out.  It  was  moved  out  all  except  ninety-two  bales,  which 
represented  one  contract. 

The  Chairman.  Can  you  show  me  how  it  would  take  a  lot  of 
money,  for  instance,  if  Savannah  was  a  port  of  warehouse  delivery, 
how  would  it  take  a  lot  of  money  to  carry  the  cotton  down  there 
awaiting  delivery  on  future  contracts  ? 

Mr.  Latham.  It  takes  a  lot  of  money  to  carry  cotton  in  volume, 
no  matter  where  located. 

The  Chairman.  Surely. 

Mr.  Latham.  And  it  takes  not  any  more  money,  but  the  financing 
is  much  more  difficult  if  the  cotton  you  wish  to  carry  is  in  a  place 
in  which  people  have  not  complete  and  absolute  confidence.  That 
is  what  I  mean. 

The  Chairman.  Would  it  also  mean  probably,  following  that  out, 
that  if  you  had  southern  warehouse  deliveries  you  would  nave  more 
deliveries  on  contracts? 

Mr.  Latham.  I  believe  you  would. 

The  Chairman.  More  people  would  come  across  with  the  goods? 

Mr.  Latham.  I  believe  that  vou  would  have  more.  I  believe  that 
merchants  would  find  the  certincated  cotton  easier  to  sell  than  cotton 
that  would  be  described  by  them  and  not  certificated.  As  a  spot 
merchant  up  in  North  Carolina,  I  feel  certain  that  many  little  fellows 
in  Texas  that  now  I  decline  to  deal  with,  if  they  should  wire  me  that 
they  had  a  thousand  bales  in  Galveston  or  Houston,  and  that  was  all 
covered  by  governmental  or  New  York  certification  of  it,  I  would 
not  have  any  hesitation  about  buying  that  and  paying  bill  of  lading 
drafts,  but  if  they  merely  wired  me  and  gave  me  that  description,  I 
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might  be  looking  around  Mr.  Bradstreet  and  Mr.  Dun  to  see  what 
that  fellow  had  about  him.  If  I  did  not  know  him  very  well,  I  might 
be  wiring  somebody  to  fincj  out  his  character — havmg  been  in  a 
business  where  people  in  several  instances  in  my  life  have  forgotten 

to  deliver. 

In  regard  to  that  enlarging  of  the  plan,  we  believe  tluU  the  contracts 
will  he  very  much  larger  certificated  [)]  and  that  commercially  it  will 
be  a  very  much  better  contract  than  we  have  had,  and  the  price  of 
dealing  m  it  very  much  greater  than  we  have  had.  And  there  is 
another  thing  from  an  economic  point  of  view  that  has  presented 
itself  to  this  committee.  Let  us  suppose  that  a  man  in  Texas  to-day 
had  a  thousand  bales  of  low  middling  cotton  that  is  deliverable  on 
contract  in  New  York,  but  the  grading  of  cotton  has  never  beconie  an 
exact  science;  that  is,  the  very  best  of  g  owers  still  quibble  a  little, 
and  there  is  no  man  that  can  grade  a  bale  to-day  and  do  the  same 
thing  to-morrow  in  the  same  way. 

So  this  man  in  Texas  who  wishes  to  sell  this  cotton  to  the  very  best 
advantage,  he  has  his  cotton  in  Texas,  and  New  York  is  "a  fur  piece 
away,"  as  they  say  down  South.  Therefore,  he  has  to  take  his  thou- 
sand bales  and  put  it  on  the  train  or  on  the  steamer  as  the  case  may 
be,  and  in  about  four  weeks  it  arrives  in  the  port  of  New  York.  In 
the  meantime  the  market  has  gone  down.  He  has  attempted  to 
protect  himself  by  selling  that  particular  future  against  which  ho 
contemplates  delivery,  and  the  cotton  arrives  in  New  York,  and  he 
finds  that  six  hundred  bales  of  that  cotton,  on  account  of  the  foolish 
notions  of  the  committee  that  has  to  examine  it,  have  [not]  been 

fraded  as  high  as  low  middling  cotton,  and  therefore  six  hundred 
ales  of  his  thousand  bales  are  rejected.  What  would  be  much  more 
like[ly]  would  be  that  six  hundred  and  fifty  would  be  rejected  and 
three  hundred  and  fifty  received,  and  he  finds  himself  in  the  position 
of  bemg  able  to  tender  just  three  hundred  bales,  because  contracts 
are  in  one  hundred  bale  lots,  and  [of  the]  six  [three]  hundred  and  fiftv 
bales  of  certificated  cotton  that  [50  bales]  is  too  small  to  be  delivered, 
and  he  has  six  [seven]  hundred  bales  of  rejected  cotton  in  the  worst 
place  in  the  world  a  man  could  have  rejections.  He  can  ship  it  to 
New  Orleans  or  Houston  and  tender  it  down  there,  and  if  it  had  been 
rejected,  it  was  in  a  very  much  better,  more  wholesome,  and  mer- 
cantile place  than  New  York,  because  there  are  a  great  number  of 
dealers  shipping  out  cotton  day  after  day.  The  fact  that  the  New 
York  Cotton  Exchange  rejects  a  bale  of  cotton  because  it  is  under 
grade  or  something  does  not  commercially  condemn  it. 

The  Chairman.  You  would  be  in  the  false  position  of  being  in  the 
greatest  cotton  market  in  the  world  with  six  hundred  and  fifty  bales 
of  cotton  that  you  could  not  seU.  That  is  a  fact,  because  New  York 
is  a  future  market,  isn't  it?  i       ,  r?   • 

Mr.  Latham.  Yes,  sir.  I  have  illustrated  that  for  the  definite 
reason  that  I  pointed  out  to  you  as  to  why  we  consider  the  certifica- 
tion in  the  South  desirable,  but  I  want  to  call  your  attention  to 
another  thing  along  that  line.  We  beUeve  that  in  as  much  as  this 
contract  on  which  we  are  now  deahng  has  been  examined  and  found 
to  be  good,  if  you  enlarge  the  places  of  delivery,  you  will  enlarge  the 
amount  of  business  that  is  done,  and  instead  of  enlarging  the  grades 
as  I  believe  Mr.  Marcus  and  some  others  have  suggsted  here,  that 
the  natural  situation  itself  would  enlarge,  but  you  would  not  get  any 
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cotton  that  would  be  subject  to  criticism  below  the  grade  of  low 
middling.  That  would  largely  answer  anything  about  enlarging  the 
contract,  if  you  enlarge  at  the  same  time  the  facilities,  and  tnerefore 
your  committee  thought  that  was  desirable,  and  therefore  your  com- 
mittee have  agreed,  not  actually,  but  tentatively,  that  we  Vould  have 
no  recommendation  to  make  in  so  far  as  the  change  of  the  existing 
contract  is  concerned  as  to  the  number  of  its  grades. 

So  I  think  that  it  was  well  to  state  to  you  some  of  the  subjects  that 
this  committee  has  taken  into  consideration  as  we  went  along  towards 
the  warehousing  of  cotton  in  the  South,  which  we  beUeve  is  the  thing 
that  is  desirable,  if  it  can  be  worked  out  without  hurt  or  prejudice 
to  any  class.  We  think  it  will  make  the  handling  of  cotton  easier 
and  more  economical  and  hurt  nobody,  and  benefit  the  whole  body 
politic.  That  is  the  way  the  committee  has  so  far  in  the  main  been 
employed. 

There  are  so  many  other  things  that  the  gentlemen  are  bringing 
up  that  I  do  not  know  whether  you  wish  me  to  touch  on  them  or  not. 
'rtie  cotton  business  is  a  very  highly  technical  business.  It  is  the 
greatest  and  the  furthest  developed  of  any  mercantile  business  in  the 
world.  It  is  done  in  the  largest  volume  with  the  smallest  of  profit. 
There  is  nothing  comparable  to  it.  The  cotton  business  is  not  a 
business  of  large  reward.  You  talk  about  thousands  of  bales  and 
how  much  money  it  takes  to  pay  for  transactions  and  things  of  that 
kind.  The  fact  of  the  business  is  that  the  business  of  merchandising 
in  cotton  is  not,  taken  on  the  average,  a  very  gainful  sort  of  occupa- 
tion. I  merely  mention  that  to  show  you,  not  offensively  or  in- 
offensively against  the  cotton  exchange,  but  to  show  you  how  highly 
developed  the  merchandising  methods  are.  For  instance,  I  know  of 
my  own  knowledge  firms  that  are  worth  half  a  million  dollars  that 
do  from  forty  to  fifty  miUion  dollars  of  cotton  merchandising  in  a 
year.  Of  course,  they  have  a  credit  higly  estabhshed,  and  they 
could  not  do  it  without  this  insurance  feature  in  futures  of  protect- 
ing themselves  against  the  violent  changes  that  sometimes  take  place. 
That  proves  to  you  how  highly  developed  this  business  is,  if  they  are 
legitimate.  Of  course,  the  outsider  is  going  to  stick  his  red  nose  in 
occasionally  and  take  a  hand.  It  has  happened  in  everything  else 
we  do,  in  speculating  in  land  and  stocks  or  goods,  iron  and  steel.  It 
is  a  man's  individual  right  to  contract,  to  allow  these  gamblers  to 
come  in  and  trade  in  cotton.  He  has  the  right  and  he  exercises  it. 
I  am  quite  in  accord  with  the  idea  that  that  speculation  ought  to  be 
confined  to  intelligent  people  as  far  as  it  possibly  can,  and  I  believe 
it  is  in  a  very  large  measure,  but  you  can  not  absolutely  keep  it  out, 
because  that  is  a  man's  right  to  trade  in  the  market,  and  ne  does 
not  always  step  up  to  the  captain's  office  with  a  written  statement  of 
what  his  intention  is  or  what  he  has  bought  or  sold. 

The  Chairman.  Have  you  weeded  out  the  bucket-shop  business? 
There  used  to  be  a  time — you  remember  it  and  I  remember  it — I 
would  pick  up  a  newspaper  from  down  South  and  read  of  some  fellow 
that  had  blown  his  brains  out  on  account  of  cotton  gambling  and 
had  wrecked  the  family  fortune.  You  do  not  read  that  very  much 
now,  but  didn't  there  use  to  be  a  situation  of  that  sort  in  the  South? 

Mr.  Latham.  Yes,  sir.  The  fatalities  in  that  direction  have  been 
very  great  in  the  past  two  years. 
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The  Chairman.  Has  not  that  been  weeded  out  to  a  great  extent? 

Mr.  Latham.  That  is  a  matter  that  is  impossible  to  clean  up  en- 
tirely, I  presume,  because  there  are  always  a  lot  of  ignorant  people 
that  you  can  not  go  around  and  appoint  yourself  a  new  guardian  for 
every  day-»  Down  in  my  town  we  have  a  lot  of  cotton  firms;  it  is  a 
large  cotton  market,  and  there  are  four  or  five  firms  down  there  that 
have  what  is  called  private  wires.  They  are  members  of  the  New 
York  Cotton  Exchange,  but  there  is  a  fellow  down  there,  I  do  not 
know  who  he  is,  that  is  taking  orders  for  cotton  in  ten-bale  lots,  and 
I  heard  that  one  of  the  telegraph  boys  suffered  a  loss  of  $50  the  other 
day.  He  is  a  boy  fifteen  or  sixteen  years  old,  and  he  has  to  go  to 
work  instead  of  goings  to  school  for  tne  purpose  of  helping  out  the 
family  income,  but  still  this  fellow  gets  hold  of  him  and  sells  him  ten 
bales  of  cotton  and  he  lots  [loses]  $50.  I  was  told  that  by  another  of 
staff  of  the  Western  Union  Telegraph  Companv  down  there.  There 
is  no  way  of  absolutely  getting  them  out  of  the  way,  and  the  New 
York  Cotton  Exchange  is  in  no  way  responsible  for  it,  because  if  he 
had  not  got  the  boy's  money  that  way  he  would  probably  have  shot 
craps  with  him  or  played  poker  or  taken  it  away  from  him  in  a  dark 

alley. 

Mr.  Hubbard.  I  wish  you  would  tell  the  commission  that  there  are 
no  ten-bale  lots  sold  on  the  New  York  StocJc  [Cotton]  Exchange. 

Mr.  Latham.  I  suppose  they  know  that. 

The  Chairman.  Yes;  we  imderstand  that  it  is  a  minimum  of  one 
hundred  bales. 

Mr.  Hubbard.  I  did  not  want  them  to  get  that  idea. 

Mr.  Latham.  That  was  a  bucket-shop  transaction,  of  course. 

The  Chairman.  Dr.  Stevens,  have  you  any  questions  you  would 
like  to  ask  Mr.  Latham? 

Doctor  Stevens.  Yes;  I  would  like  to  ask  Mr.  Latham  what  he 
has  to  say  about  the  proposition  of  bear  manipulation,  which  you 
have  heard  aroimd  here,  if  southern  warehouse  delivery  is  employed. 

Mr.  Latham.  I  think  that  is  a  fear  rather  than  anytliing  else.  I 
cannot  see  that  the  certificating  of  cotton  in  Savannah  and  Galveston 
would  make  the  situation  any  more  bearish  than  the  certificating  of 
it  in  New  Orleans.  The  cotton  is  there,  and  it  is  going  to  be  hedged 
somewhere,  and  I  cannot  see  that  there  would  be  any  more  of  a  bearish 
influence  in  one  market  than  in  another. 

Doctor  Stevens.  What  would  you  do  at  New  Orleans  imder  this 
system?  Would  you  have  deliveries  at  New  Orleans,  also  deliver- 
able at  other  points,  or  would  you  leave  the  New  Orleans  system 
unchanged? 

Mr.  Latham.  So  far  as  the  tentative  plan  of  the  committee  is 
concerned,  it  has  been  to  include  New  Orleans  as  one  of  the  points 
of  delivery  against  New  York  contracts. 

Doctor  Stevens.  But  the  question  I  asked  was  intended  to  be 
directed  to  the  question  of  what  you  would  do  with  cotton  deUverable 
on  New  Orleans  contracts? 

Mr.  Latham.  That  is  not  anything  that  this  committee  has  any- 
thing to  do  with,  and  they  havq  not  considered  it  at  all,  and  have 
given  no  thought  to  it. 

Doctor  Stevens.  In  other  words,  you  might  either  leave  the 
situation  in  New  Orleans  exactly  as  it  is  to-day  as  far  as  New  Orleans 
contracts  are  concerned,  or  conceivably  a  system  of  southern  ware- 


the  cotton  trade 


451 


house  delivery  might  contemplate  a  delivery  on  New  Orleans  con- 
tracts as  well  as  New  York  contracts  at  other  points  ? 

Mr.  Latham.  I  believe  that  it  can  be  stated  that  in  so  far  as  any 
interference  with  the  New  Orleans  Cotton  Exchange  by  this  commit- 
tee is  concerned,  it  has  never  been  thought  of  in  the  slightest.  This 
cotton,  as  you  understand,  is  certificated  now  under  the  auspices  of 
the  Government.  In  other  words,  a  bale  of  middling  cotton  in  New 
Orleans  is  primarily  middling  cotton  in  Greensboro,  N.  C,  or  New 
York.  The  only  possible  objection  would  be  that  in  the  certification 
of  cotton  in  New  Orleans  there  might  be  a  little  bit  of  differences 
between  the  grades,  and  that  would  be  up  to  the  owner  of  the  cotton 
to  exercise  his  judgment  upon  and  taKe  the  highest  market.  In 
other  words,  for  the  benefit  of  the  commission,  tne  New  York  dif- 
ferences between  the  grades  are  made  in  a  composite  manner,  which 
is  the  average  of  ten  markets  throughout  the  South,  and  New  Orleans 
is  allowed  to  make  its  own  classification.  The  conditions  at  some 
time  or  another  might  be  different. 

I  believe  there  is  one  thing  I  would  like  to  say,  not  that  I  think 
I  have  any  remedy  for  it  or  that  I  have  any  confidence  in  anybody 
else  having  any  remedy  for  it,  and  that  is  whether  these  differences 
between  months  are  going  to  stand  this  way  or  that  way  [indicating 
up  and  down] :  /  want  to  say  and  voice  my  personal  idea^  whether  you 
have  certification  inside  or  outside  of  New  YorlCj  and  while  on  the 
average,  and  in  which  men  are  going  to  have  differences  between  what  is 
pointing  down  and  what  is  pointing  up,  I  think  it  is  not  thinkahle  to 
have  them  pointing  forward  [?].  If  they  do,  I  could  turn  my  office 
over  to  my  junior  clerks  to-day  and  I  could  go  to  Switzerland  for  the 
summer  and  Florida  for  the  winter,  and  the  business  could  run  itself. 
That  would  be  well-nigh  the  millenium,  and  that  is  a  thin^,  there- 
fore, that  I  expect  to  occur  occasionally  when  you  have  differences 
between  montns,  in  years  of  large  production  or  very  bad  trade. 
Whether  you  certificate  in  the  South  or  whether  you  do  not,  every 
year  when  you  have  short  crops  and  there  is  a  buying  demand  to 
sell  commitments  that  will  insure  you,  you  will  find  your  differences 
running  down  that  way  [indicating  downward]. 

Mr.  Marcus.  May  I  ask  a  question? 

Mr.  Latham.  Yes,  sir. 

Mr.  Marcus.  You  say  you  have  a  premium  in  large  crop  years? 

Mr.  Latham.  You  are  likely  to  have? 

Mr.  Marcus.  And  then  if  you  have  a  tremendous  crop  of  cotton 
such  as  you  have,  why  is  the.  speculator  willing  to  pay  tne  carrying 
charge  of  a  large  crop  and  not  to  pay  for  a  small  one  ? 

Mr.  Latham.  Well,  sir,  I  think  he  does.  I  think  the  speculator 
is  in  the  best  market;  you  have  got  a  market  now  that  has  gone  up 
fourteen  cents  a  pound  in  the  past  three  months  on  account  of 
depredations  by  the  boll  weevil  and  the  short  crop,  and  the  speculator 
is  in  it,  perhaps  not  as  greatly  as  he  was  in  the  year  when  there  was  a 
delivery  of  eight  hundred  thousand  bales  in  New  York,  but  he  is 
there. 

Mr.  Marcus.  I  do  not  think  you  have  answered  the  question,  if 
you  will  pardon  me.  I  asked  you  this  question:  That  if  in  a  big 
crop  year  the  speculator,  or  whoever  he  maybe  who  carries  the  cotton, 
is  willing  to  pay  the  carrying  charge — ^meaning  this  advance  up  this 
way  [indicating  upward]  you  are  talking  about,  why  does  he  refuso 
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to  do  so  when  you  have  a  short  crop  and  you  have  it  that  way  [indi- 
cating downward]? 

Mr.  Latham.  He  does  not  refuse. 

Mr.  Marcus.  He  is  refusing  on  the  face  of  the  facts. 

Mr.  Latham.  I  do  not  agree  with  the  premise.  In  the  first  place, 
the  New  York  futm-e  market  is  dominated  very  largely  by  legitimate 
trade.  I  want  to  say  that  my  firm  are  long  on  December  cotton, 
without  asking  the  gentleman  what  his  situation  is,  because  we  have 
sold  cotton,  and  we  are  holding  those  December  contracts  against 
what  we  expect  to  happen,  and  that  is  the  only  sort  of  decent  pro- 
tection we  can  get,  to  Duy  the  actual  thing  that  we  have  sold,  ana  we 
can  make  somebody  deliver  us  December  cotton.  It  would  be  mighty 
nice  to  go  and  buy  July,  but  that  probably  would  not  satisfy  Mr. 
Johnson.  The  speculators  are  not  the  men,  it  is  the  spot  people 
that  have  bought  up  these  near-by  months  for  the  purpose  of  filling 
their  orders.     That  is  my  idea  about  it,  if  that  answers  your  question. 

Mr.  Marcus.  I  won't  press  it,  but  I  do  not  think  it  answers  it. 
Still,  I  can  not  see  it  your  way;  but  I  won't  press  it. 

Mr.  itATHAM.  It  is  very  rare  that  cotton  people  ever  do  affree. 

The  Chairman.  Mr.  Clayton,  would  it  be  a  hardship  to  nave  you 
back  here  at  fifteen  minutes  of  2  ? 

Mr.  Clayton.  No,  sir. 

The  Chairman.  You  are  the  last  man.  I  can  not  promise  you  a 
very  large  audience,  but  we  would  like  to  hear  you,  and  we  will  take  a 
recess  now  until  1.45. 

(Whereupon,  at  12.25  p.  m.,  a  recess  was  taken  until  L45  p.  m., 
same  day.) 

AFTERNOON    SESSION 

The  Chairman.  You  will  remember  that  Mr.  Clayton  opened  thia 
conference,  and  he  opened  it  by  stating  his  position,  upholding  the 
idea  of  southern  warehouse  deUveries,  and  I  think  in  all  fairness  the 
man  who  takes  the  affirmative  side  of  a  proposition  should  have  the 
closing.     So  we  will  now  hear  from  Mr.  Clayton. 

STATEMEITT  OF  MB.  W.  L.  CLAYTON 

Mr.  Clayton.  Mr.  Chairman,  we  have  heard  a  great  deal  here 
about  the  producer  and  the  producer's  interests,  and  the  way  in  which 
the  producer  would  be  affected  by  the  changes  in  the  contract  that 
we  are  discussing. 

I  want  to  make  the  point  that  I  do  not  think  the  producer  is  di- 
rectly interested  in  this  matter.  I  think  he  has  a  very  groat  indirect 
interest,  because  I  beheve  in  a  business  like  the  cotton  business, 
which  is  highly  competitive,  every  improvement  that  can  bo  made 
in  the  facilities  with  which  the  middleman  distributw  the  crop  will 
be  a  benefit  to  the  producer. 

The  tendency  of  all  trade  is  to  shorten  the  distance,  oC/onomically 
speaking,  from  the  prochicor  to  the  consumer.  That  is  true  whore 
competition  is  free  and  open,  as  it  is  in  the  cotton  business.  Tlie 
protfucer's  interest,  therefore,  is  an  indirect  interest.  I  do  not  think 
that  of  all  the  contract  futures  that  are  being  sold  the  prochicom 
ifirectlv  trade  in  one  one-hun<lredths  of  one  per  cent  of  the  total. 
Therefore  his  interest  must  be  indirect. 


There  have  been  three  major  points  made  here  against  southern 
warehouse  deUvery.  The  first  one  is  that  large  dealers  would  hold 
a  dub  over  the  market  by  being  able  to  accumulate  in  the  South, 
at  the  four  and  five  points  at  which  delivery  would  be  permitted, 
such  a  large  quantity  of  cotton  and  throw  it  on  the  market  at  one 
time,  that  there  would  be  no  market  for  it  and  it  would  greatly  depress 
the  market. 

One  gentleman  on  the  first  day,  on  Tuesdav,  a  very  good 
friend  of  mine.  Dr.  [Mr.  ?]  Rankin,  for  whom  I  have  the  highest 
respect,  drew  a  rather  terrifying  picture.  Mr.  Chairman,  we  have 
all  heard  of  the  Colossus  of  Rhodes,  which  was  one  of  the  seven 
wonders  of  the  wor.d.  He  drew  a  picture  of  a  Colossus  of  the  cotton 
worlds.  He  would  have  a  million  bales  of  cotton  which  he  would 
accumulate  for  the  purpose  of  smashing  the  market.  On  one  day 
he  would  slam  it  on  tne  market  and  there  would  be  fear  and  chaos. 

Mr.  Chairman,  I  don't  think  any  one  man  ever  owned  one  hundred 
million  bales  of  cotton,  I  don't  think  any  one  man  ever  owned  one- 
half  a  million  bales  of  cotton  at  one  time,  and  I  should  think  if  any 
man  ever  did  own  a  million  bales  of  cotton,  that  man  would  do  every- 
thing in  his  power  to  protect  the  value  of  that  property.  To-day  it 
woiud  be  worth  one  hundred  and  sixty-two  or  one  hundred  and  sixty- 
three  million  dollars,  and  I  can  not  conceive  of  a  man  taking  a  million 
bales  of  cotton,  or  half  a  million  bales  of  cotton,  or  even  a  much  smaller 
amount,  and  throwing  it  on  the  market  in  an  attempt  to  greatly 
depress  the  market  and  make  a  lot  of  money  out  of  the  operation. 

When  I  was  a  boy  eighteen  or  nineteen  years  old  and  first  com- 
menced to  study  the  future  markets,  I  wondered  why  John  D.  Rocke- 
feller never  did  comer  the  cotton  market.  It  seemed  such  a  simple 
thing  to  do.  I  have  never  gotten  but  one  satisfactory  answer,  and 
that  is  that  he  had  too  much  sense  to  try  it. 

The  commercial  history  of  the  past  is  strewn  with  the  commercial 
wreckage  of  men  who  have  attempted  that  sort  of  uncommercial 
proposition.  The  buccaneers  of  commerce,  like  the  buccaneers  of 
the  seas,  are  largely  a  thing  of  the  past. 

With  the  four  or  five  points  for  delivery  in  the  South — and  I 
would  favor  five  port  markets  in  the  South — it  would  be  possible, 
Mr.  Chairman,  in  a  short  length  of  time,  to  deliver  a  larger  quantity 
of  cotton  than  in  the  same  length  of  time  to  deliver  it  in  the  city  of 
New  York.     There  is  no  denying  that  fact. 

But  whether  there  is  a  future  market  or  not,  whether  you  have  a 
southern  delivery  or  not,  that  cotton  is  there,  and  if  nobody  wants 
it,  the  market  is  going  to  decline  to  a  point  where  somebody  will 
buy  it.  It  makes  no  difference  whether  it  is  delivered  on  contract 
or  not,  the  presence  of  that  cotton,  and  the  not-wanted  (juulitit^, 
is  going  to  depress  the  market  until  it  gets  to  the  point  where  some- 
body is  induced  to  buy  it.  We  saw  that  at  the  l)eginning  of  the 
war.  You  asked  why  the  exchange  closed.  The  exchange  cUmtHl 
because  there  were  no  buyers  of  cotton.  The  wheat  (exchange  <lid 
not  close  because  wheat  liad  to  be  had.  The  people  were  liglitiug 
in  Europe  and  they  could  not  raise  wheat. 

I  rememlx^r  the  discussion  at  that  time,  the  improHsiou  thai  th© 
world  <'(mld  almost  get  along  without  cotton,  thai  our  consumpti»>n 
might  drop  [Ui?)  four  million  or  even  to  two  or  three  million  baloa, 
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during  tlifc  summer  larpe  guantities  o!  cotton,  more  or  less  iaigply 
to  the  mills  of  the  world,  for  forward  shipment.  iTiev  had  hoiij^Kt 
future  contracts  to  protect  those  sales.  As  war  was  ahout  to  break 
and  buyers  commenced  to  disappear,  the  cotton  commenced  to  drop 
m  value,  and  the  merchant  who  had  made  his  sale  to  a  mill  at,  lot 
us  say,  thirteen  cents  a  pound  and  bought  his  contract  in  New  York 
as  a  protection,  found  his  contracts,  which  is  cotton,  going  down  on 
him,  and  without  any  chance  to  make  delivery  to  the  mill. 

In  the  case  of  our  own  firm,  we  had  a  great  deal  of  cotton  sold  to 
Russia.  We  had  no  chance  to  deliver  cotton  to  Russia.  We  con- 
sidered that  those  contracts  were  absolutely  worthless — contracts  we 
had  at  fifteen  or  sixteen  cents  a  pound— and  we  had  bought  these 
hedges  against  it.  They  were  apparently  going  to  five  cents;  not 
margins,  but  almost  the  principal  sum  was  demanded.  The  ex- 
changes had  to  close,  Mr.  Chairman,  or  practically  every  firm  in  the 
cotton  business  which  had  any  considerable  amoimt  of  outstanding 
contracts  would  have  been  ruined. 

The  exchange  did  close,  and  stayed  closed  for  some  two  or  tliree 
months,  imtil  an  arrangement  could  be  made  to  reopen  it,  which 
was  done  by  a  very  splendid  constructive  act  of  the  New  York 
Cotton  Exchange.  They  borrowed,  I  don't  know  how  much,  but 
two  or  three  million  dollars,  and  the  members  there  pledged  their 
credit  to  get  that  money  and  took  care  of  these  contracts  which  had 
been  bought  at  high  prices,  and  which  had  gone  down,  on  account 
of  the  war,  and  against  which  the  merchants  and  shippers  were 
unable  to  deliver  the  cotton  to  the  mill.  They  took  care  of  these 
contracts  and  taxed  themselves  to  repay  that  money  to  the  banks. 

It  is  of  interest  in  that  connection,  Mr.  Chairman,  that  a  very 
thorough  survey  was  made  of  the  outstanding  contracts  on  the 
New  York  Cotton  Exchange  by  a  committee  which  was  appointed 
for  that  purpose.  The  nature  of  all  these  contracts  was  gone  into, 
whether  they  were  speculative,  whether  they  were  hedges  agrinst  a 
sale  to  some  mill,  and  if  a  sale  to  a  mill  whether  it  was  a  sale  to  a 
mill  in  Russia,  to  which  perhaps  the  cotton  could  not  be  shipped,  or 
whether  it  was  a  sale  to  a  mill  in  England  or  New  England  or  the 
South,  or  where. 

The  result  of  that  was  that  it  developed  that  about  eighty-five  per 
cent  of  the  outstanding  trades  on  the  New  York  Cotton  Exchange  at 
the  time  of  closing  were  legitimate  hedge  transactions.  The  remain- 
ing something  like  fifteen  per  cent,  was  speculative. 

The  CHAntMAN.  Could  you  state  that  this  broadly:  That  at  that 
particular  period  a  survey  showed  that  eighty-five  out  of  a  hundred 
of  the  folks  who  were  in  that  market  as  buyers  or  sellers  were  men 
who  at  the  same  time  handled  the  physical  cotton? 

Mr.  Clayton.  Not  necessarily  eighty-five  per  cent  of  the  identical 
persons,  but  eighty-five  per  cent  of  the  identical  cotton  which  was 
outstanding  was  held  by  persons  who  had  bought  and  sold  as  pro- 
tection against  an  actual  transaction  in  cotton. 

The  Chairman.  The  reason  I  ask  you  is  this:  There  are  about 
three  schools  in  the  future  trading  proposition.  There  is  the  crowd 
that  is  against  the  future  trading  idea;  there  is  the  crowd  that  favors 
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I  JK^^auae  of  its  hedging  ad  Vantages;  AHA  tSien  there  is  itie  crowd 
,Uat  says  ttiis  and  that  is  what  I  am  trying  to  get  you  tb  mak,e  a 
iarticulav  n  if  possible — there  is  a  crowd  tjiat  siys, 

well,  tliat  is  all  right,  the  future  market  has  cbine  to  titay  and  it 
aifords  a  hedging  advantage,  but  you  can  not  have  hedging  unless 
you  let  the  speculator  in;  the  speculator  is  the  man  that  keeps  the 
market  fluid.  At  that  particular  period,  if  your  deduction  is  right, 
there  were  fifteen  per  cent  of  the  transactions  that  were  speculative 
translations  ? 

Mr.  Clayton.  Yes;  that  is  right;  about  fifteen  per  cent. 

The  Chairman.  Y"ou  do  not  Know  what  would  have  happened — 
or  could  you  give  me  any  idea — if  the  fifteen  per  cent  had  been 
absent? 

Mr.  Clayton.  If  the  fifteen  per  cent  were  absent  you  would  have 
wider  fluctuations  in  the  marKet.  In  order  to  have  a  big,  broad 
market,  in  order  to  have  a  big,  broad  market  in  cotton,  it  must  be 
permitted  that  people  speculate  in  it. 

In  order  to  nave  a  big,  broad  market  and  minimize  as  much  as 
possible  the  movements,  the  fluctuations  in  the  market,  speculation 
must  be  permitted,  because  at  the  moment  when  I  want  to  sell, 
say,  a  thousand  bales  of  future  contracts  on  the  exchange,  to  protect 
a  transaction  in  Texas  yesterday,  a  purchase  of  a  thousand  bales  of 
cotton,  actual  cotton,  tne  quality  of  which  I  do  not  yet  know,  and 
I  need  protection  against  decline  until  I  can  see  what  it  is  and  find 
the  mill  that  wants  that  particular  cotton,  in  order  to  have  a  market 
always  at  hand  for  those  thousand  bales  futures,  the  speculator  must 
be  permitted  to  buy,  because  there  may  not  be  a  hedger  on  the  long 
side  at  that  particular  moment. 

A  hedger  on  the  long  side  is  a  mill.  For  instance,  Mr.  Johnson 
here  may  have  sold  goods  requiring  a  thousand  bales  of  a  certain  kind 
of  cotton.  The  market  may  be  very  active  and  it  may  require  him 
a  day  or  two  to  find  just  the  kind  oi  cotton  he  wants — a  merchant 
who  has  it  and  will  sell  it.  He  wants  immediate  protection.  So  he 
telegraphs  to  New  York  to  buy  the  thousand  bales  of  futures.  Now, 
it  may  be  that  the  man  that  sold  me  a  thousand  bales  of  futures  to 
protect  my  purchase  in  the  South  is  Mr.  Johnson.  Now,  there  are 
nedging  transactions  on  both  sides. 

The  Chairman.  Right  there,  if  you  please.  You  arid  Mr.  Johnson 
are  actually  handling  cotton.  You  have  'some  in  Texas  and  he  is 
ultimately  to  get  some  at  his  mill. 

Mr.  Clayton.  Yes,  sir. 

The  Chairman.  So  both  of  you  folks  now  are  in  the  business  as 
hedgers. 

Mr.  Clayton.  Yes,  sir. 

The  Chairman.  Now,  where  does  this  speculator  come  in  on  the 
deal? 

Mr.  Clayton.  The  speculator  comes  in  here.  Mr.  Johnson  buys 
the  thousand  bales  that  1  sell  to  him.  Now,  within  two  or  three  days 
he  finds  a  cotton  merchant  who  will  sell  him  a  thousand  bales  of  even 
running  identical  Quality  that  he  wants.  When  he  buys  that  he  sells 
out  the  thousand  tales  of  cotton  bought  from  me.  But  I  have  not 
yet  found  a  man  who  will  buy  the  thousand  bales  of  actual  cotton 
which  I  bought,  which  I  hedge  by  selling  a  thousand  bales  of  futures. 
I  have  not  even  yet  got  the  cotton.    I  bought  yesterday  to  be  shipped 
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next  week  from  Houston,  and  it  is  a  matter  of  three  or  four  weeks 
before  I  know  exactly  what  I  have  got  and  can  offer  it  to  the  trade. 
So  I  am  still  short.  He  being  long  and  wanting  to  sell  his  cotton, 
wants  to  sell  his  thousand  bales  of  futures.  He  offers  it  in  the 
market,  and  a  speculator  comes  along  and  buys  that  thousand  bales. 
I  still  hold  the  short  end  of  it.  I  nave  solcf  it,  but  instead  of  the 
buyer  being  Mr.  Johnson,  it  is  the  speculator. 

The  Chairman.  There  is  a  little  transaction  in  there.  Johnson 
has  been  long,  he  has  bought,  and  now  he  is  short;  he  turns  ^ort  to 
the  speculator,  does  he  not? 

Mr.  Clayton.  No;  his  transaction  is  then  eliminated  from  the 
matter  altogether,  because  he  being  both  a  buyer  and  a  seller  is  out 
of  the  matter,  and  the  trade  then  is  between  me  and  the  speculator, 
and  Mr.  Johnson  having  first  bought  and  then  sold,  is  out  of  it  en- 
tirely; he  has  no  further  connection  with  it. 

The  Chairman.  His  account  is  closed? 

Mr.  Clayton.  His  account  is  closed.  Now  the  speculator  is 
long  these  thousand  bales.  He  bought  it  at  thirty-two  cents,  say, 
from  Mr.  Johnson.  The  market  goes  up  fifty  points,  we  will  say, 
and  he  is  willing  to  take  a  profit,  which  is  $2.50  a  oale,  or  it  may  have 
gone  d(rwn  and  he  does  not  want  to  incur  any  more  loss,  so  he  wants 
to  sell.  Now  another  speculator,  calling  the  first  three  parties  A. 
B,  and  C  and  the  second  speculator  D,  comes  along,  a  new  man,  ana 
he  buys  these  thousand  bales,  and  then  C  (the  first  speculator)  is 
out  of  it  and  the  trade  is  between  me  and  D.  And  that  can  go  on 
Almost  indefinitely^. 

For  instatice.  take  the  rear  1921.  I  hare  a  very  clear  recollection 
of  it.  We  had  a  depression.  Everything  was  going  (hiwn.  Oottoti 
went  imtn  forty  cents  down  to  about  ten  cents.  There  was  a  auc- 
f  <  -um  of  ftpecnlfttofs  there  who  went  ahmg  down  with  that  mm* 
niodity  an^l  acted  a<9  a  soft  d*  cnshion^  all  more  or  \pfm  lofi|$<  Om 
frtier  iifn<f»r  woiild  ittke  a  km  ot  two  nr  three  eeni«  «•  ('"Mnd  nnd  way, 
"^Thttt  is  enontfh  (of  m**/'  ih  wonld  sell  to  anothei ,  and  that  fellow 
wmild  iaki<  hold  and  ii  would  pt  Urn  hoi  for  l>iot  and  Im  wotild  mA\ 
ki  mniUm  and  m*  when  it  ml  io  tin*  hottooi,  we  hail  iirolmhly  an 
entirely  din^^ri^nt  f*^t  of  (»pwuiftU)r«  ih**f'»^  fpooi  what  ilni  thing  wtartml 
tiimn  with,  Thiiy  all  ac'li^d  am  miH  ol  a  ♦  u«hlon  to  nawti  tho  nmrk«t 
down  from  forty  to  t»*n  vmii^  In  a  v«rv  whort  tino^,  It  wa^  t^aiiml 
down  in  i\mi  wny  m  ii  dfd  not  hurl  vi  i^  ntuch  my  iM^itiniato  mU' 
p^rn  in  (ha  hui^in^si. 

Tloi  Cn4iUM4i^,  Ihnm  not  that  aoMwrn*  nty  quMMiion  tm  to  who  pftid 
tb#  ini>«Mi'an(iM^  A  qut^t^Uon  that  Monn^uidy  would  not  auMwar.  Did 
iMd  UiM  fi^llowM  who  ara  holding  on,  anil  i\m\  dniopintf  out  mh  it  wmit 
down,  did  not  i\wy  pay  i\w  wmmmm  for  thM  lunli^tM  in  Utai  pro- 

Mr  CMrTOW.  in  that  e^wp  th^y  did,  sir, 

IM  u«  tul '    ihi«  illMbtiation:    Mr   tfohnaon,  wy,  bM  bought  a 

tboM^wnd  \h\U'»  of  miUm  and  Ihw  nmrkia  nmy  go  up,  »»y,  two  (Jiints 

poun4'    Mr   .Itjl  '       i]..(»rij(ic:ttlly  got  a  profit  of  110,000. 

H^tHmy  iuj  Ima  not,  i  '       n,  M^t  nia  futu  '    wdv»iut5*s, 

»'   profit, 


I. 


HhJ  l^ui^v  go  mvM  i  i      '^n  ui<  '   i  wou  ^u>  timt  um^b 

I  fb^^'Hvv  u!  hIU  Uy\i  ,H  m^  wl  jHO,flO(i-    Tp'^  (mu^I  tbow^^nrt 
1 .1      \oiiutiiv  T  huvu  out,  \^mm\^  m  ^t^Hl-  ^hHm^»  » 'mvf^  \\mm 


has  advanced  and  some  spinner  buys  the  spot  cotton  from  me  at  an 
advance.  So  you  have  got  there  a  protection  on  both  sides  and 
nobody  has  paid  the  bill.  It  is  a  protection  between  the  two.  They 
have  made  a  sort  of — as  somebody  expressed  it  yesterday — ad  in- 
terim trade  between  them  until  they  could  get  together  and  arrange 
the  exact  details  of  their  spot  transaction. 

The  Chairman.  Of  course,  that  is  particularly  true  as  it  appeals 
to  me,  because  in  this  last  hypothetical  trading  transaction  that  you 
outlined  here,  which  is  very  plain,  you  have  made  that  very  clear, 
the  actual  cotton  is  in  there. 
Mr.  Clayton.  Yes,  sir. 

The  Chairman.  You    are    actually    having    a    conunodity    that 
you  can  see  and  weigh  and  touch? 
Mr.  Clayton.  Yes. 

The  Chairman.  And  finally  you  and  Mr.  Johnson  make  a  trade  in 
which  some  cotton  actually  passes. 
Mr.  Clayton.  That  is  right. 

The  Chairman.  And  it  will  nearly  cancel  out  any  fluctuations 
that  are  taking  place  in  the  future  market  at  the  same  time. 
Mr.  Clayton.  Yes,  sir. 
The  Chairman.  I  can  get  that  all  ri^ht. 

Mr.  Clayton.  To  give  you  another  dlustration,  if  thii=?  part  of  the 
subject  is  interesting  to  you — — 
The  Chairman.  Yca,  it  is. 

Mr.  Clayton.  In  1920  or  1921  we  raised  a  large  ci-op  of  rotton» 
over  13  million  bales,  and  we  carried  over  of  (hat  something  over  six 
million  hales,  taking  it  all  over  the  world.  There  was  a  total  supnly 
of  nineteen  million  bales.  The  world  consumed  a  little  over  I  eh 
million  hales.  Ho  our  actual  carry-over  In  the  summer  of  UVil  was 
increased  nine  million  hales.  1  belieye  If  the  future  mat*ket  had  olosed 
at  that  time,  aw  they  did  during  the  war,  that  cotton  woulil  have  ^\m 
as  low  as  It  did  duritig  the  war. 

We  had  a  mueh  larger  surpluft  than  w^  hftd  during  th^  WWi  ut^ 
hud  d4*nr©wion  all  over  the  world.  Th^  niills  hail  pretiv  gt>ud  ^\mk^ 
of  jtooflu,  In  mmy  pwi«««  th^  mnU  whlt»h  they  had  t^old  ih^  h\»y^»'«i 
would  not  tftk#  and  threw  haek  on  tht^ir  hnntli^.  The  Vm^^  \N*tMH^  very 
large.  The  fanner  wa«  nuu'e  or  lew  panle  wtrleken,  He  had  raided 
a  rather  hlgh=prleed  i«rop  and  he  eotddni»t  afford  to  earrv  tti  he  had  (i> 
«ell  It.  ViMm  In  Tpiiai*,  hai«iii  nddilllutf.  1  think,  went  U\  alnuU  ten 
eentu  a  potnol,  and  the  n^m-ehantu  ut  the  Smith  hntmht  tluuiMantU  and 
thouMandM  of  hnlem  of  eotton,  not  only  in  the  Mouth,  hut  nteivhant«i 
in  Liverpool  ind  n^erehantii  In  Japan,  hmtfyht  ihiri  a<  tual  totton  and 
inld  future«  agaiuMt  it  fMi  a  luul^e. 

Now,  th«  upei  ulatiU'tt  of  thu  world  largel.y  oftrried  tlui^ie  Io  atul 
©•rriiul  that  eotton.  It  i»  pretty  tiiflleult  tn,  let  uk  ««^y,  Uond»av  or 
8hati|{hai,  or  iome  otiw  fftvoff  plaee,  to  buy  AuoMitwn  vuWm  if  he 
haM  to  buy  the  ftetual  \mm  aitd  pay  for  i\mn  uuil  ftrrut)g«  U>  i^wve 
theto  1 1  I  ftud  tttoreij  wutj  thwt  sort  of  tititttf ;  Imt  when  lu) 
(jottou  go  to  ten  eet^ts  it  iooka  t^  Ww  liVe  ^  good  tnyejitoiuut,  Me 

wuuta  Ho\m  wwy  to  mvest.    Puni)g  m  '      ^^^  ■' '*'  ^'']  ^' 

tlmitge  open.  Ite  pouitt  nut  rtait.    '  uvu  pv^uplu  wuoo'  do>vi> 

{HWUsa  tu  U^,  ^MVVHH  H4HIV^haUf*»  th^VC.  vu^H  ^\^^  \}^  io  00}    tlio  art-.  '! 
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cotton  for  them  and  put  it  in  storage  and  carry  it,  and  made  a  lot  of 
money  on  it. 

But  that  can  only  he  done  in  exceptional  cases.  People  way  off, 
who  have  no  connections  and  do  not  understand  business  can  not  do 
that.  But  when  we  have  the  great  cotton  exchange  like  New  York 
and  New  Orleans,  whose  quotations  are  telegrapned  all  over  the 
world  every  day,  practically  every  hour  of  the  day,  where  they  have 
well-known  firms  of  financial  integrity,  these  people  who  want  to 
back  their  judgment  that  cotton  ought  to  go  higher,  can  send  their 
orders  there  and  buy  cotton  for  future  delivery,  and  just  as  surely 
help  in  the  carrying  of  the  crop  in  times  of  depression  as  if  they 
bought  the  actual  cotton,  because  the  cotton  merchant  buys  the 
actual  cotton — that  is  his  business — and  he  sells  these  contracts  for 
future  delivery  which  the  speculator  buys. 

The  Chairman.  Now,  just  that  last  element  in  there  is  one  I  am 
in  extreme  doubt  of.  I  can  see  the  man  in  Bombay  watching  the 
price  of  cotton  go  down  to  ten  cents  a  pound  and  saying  to  himself 
that  he  would  like  to  buy  on  the  market  because  he  believes  it  is 
going  up.  I  can  see  him  going  to  the  broker,  cabling  in  his  order, 
and  I  can  see  the  broker  on  your  exchange  over  there  buying  for  that 
Bombay  man  so  much  cotton.  But  where  my  mind  does  not  travel 
is  I  do  not  think  the  Bombay  fellow  ever  gets  the  cotton,  does  he? 

Mr.  Clayton.  Well,  Mr.  Chairman,  the  actual  bales  of  cotton  he 
probably  does  not  get.  He  has,  however,  his  contract  bought,  let 
us  say,  m  October  for  January  delivery,  which  if  he  will  hold,  he  does 
not  have  to  say  a  word  to  anybody,  if  he  will  hold  till  the  last  day  of 
January,  his  contract  for  a  thousand  bales  of  cotton,  he  is  just  as 
sure  to  get  a  thousand  bales  of  cotton,  carefully  and  properly  in- 
spected, weighed  and  inspected,  by  the  New  York  Cotton  Exchange, 
and  classed  Dy  the  United  States  Government  classers,  as  he  is  of- 
anything  in  life. 

The  Chairman.  Let  us  carry  that  out  a  little.  Suppose  our  friend 
in  Bombay  buys  a  Januarjr  option  and  January  31st  is  shoH  [long] 
and  he  has  done  nothing  with  his  contract  except  to  hold  it.  Then 
he  would  get  a  cablegram  from  you  in  New  York  saying,  "I  have  500 
bales  of  cotton  here  in  New  York  delivered  to  you.  If  the  spot 
cotton  had  gone  up  then  he  could  sell  that  500  bales  at  a  spot  price, 
or  he  could  sell  it  somewhere  else,  and  he  could  take  a  profit  on  that 
transaction.  Now,  my  mind  goes  that  far.  Now,  the  third  step, 
that  confuses  me,  is  this:  That  the  fellow  in  Bombay  goes  through 
the  operation  that  we  have  just  stated,  but  instead  of  taking  his 
cotton  and  waiting  imtil  January  31st  and  then  taking  his  cotton, 
he  turns  around  and  takes  the  other  side  of  this,  makes  a  contract  with 
somebody  else. 

Mr.  Clayton.  Yes,  sir. 

The  Chairman.  He  no  longer  buys,  he  sells  this  time. 

Mr.  Clayton.  Yes ,  sir. 

The  Chairman.  And  he  does  not  get  any  cotton  ever  under  that 
arrangement,  he  has  sold  his  cotton. 

Mr.  Clayton.  He  has  sold  out  that  which  he  had;  yes. 

The  Chairman.  Then,  now,  how  is  he  dealing  in  cotton  ? 

Mr.  Clayton.  In  this  way,  Mr.  Chairman:  If  I  sell  a  hundred 
bales  of  cotton  to  Senator  Nugent  for  January  delivery  and  January 
delivery  comes  around,  and  lie  wants  to  resell|  he  wants  to  get 
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somebody  else  to  take  his  place.  He  has  got  the  cotton,  there  is  no 
c|uestion  about  that,  but  he  wants  somebody  else  to  take  his  place 
in  the  contract.  He  sells  to  you.  You,  therefore,  must  take  the 
cotton.  If  you  don't  want  it  and  sell  it  to  some  other  person  he 
must  either  take  it  or  sell  it  to  somebody  else  to  take  his  place.  I 
may  still  be  the  only  man  on  the  short  side.  I  may  not  have  gotten 
anybody  to  take  my  place,  I  may  not  want  to  deliver  the  cotton ;  but 
those  to  whom  I  have  sold  must  receive  that  cotton  or  find  somebody 
else  to  take  their  place  with  me,  and  they  are  sure  to  do  it. 

The  Chairman.  That  is,  in  that  case  my  friend  in  Bombay  trans- 
ferred the  obligation  of  receipt  to  another  man? 

Mr.  Clayton.  That  is  all  there  is. 

The  Chairman.  Now,  here  is  another  thing  in  there,  and  you  can 
explain  it,  because  you  are  making  yourself  clear.  Is  the  fellow  in 
Bombay  doing  anything  more  than  dealing  not  in  cotton  but  in 
the  price  of  cotton? 

Mr.  Clayton.  Mr.  Chairman,  I  have  a  very  strong  feeling  that 
he  is  dealing  in  cotton. 

The  Chairman.  Is  that  so? 

Mr.  Clayton.  Yes.  I  have  that  for  this  reason,  as  I  have  ex- 
plained; that  he  has  got  a  valid,  bona  fide,  and  enforcible  legal  contract 
there.  He  has  bought  a  hundred  bales  of  cotton.  We  buy  cotton 
to  be  delivered  to  us  in  the  future.  We  sell  it  to  be  shipped  in  the 
future.  It  is  merely  a  future  transaction,  a  transaction  to  be  con- 
summated in  the  future.  That  man  in  Bombay  could  not  get  a 
broker  in  New  York  to  execute  his  order  unless  his  credit  was  very 
good  or  unless  he  put  up  some  money,  so  that  any  fluctuation  in  the 
market  might  be  protected. 

As  a  general  thmg  he  has  to  put  up  a  good  deal  of  money  so  that 
if  he  is  not  ready  to  take  that  cotton  the  broker  can  find  somebody 
else  who  will  take  it.  Even  if  the  market  has  gone  down,  he  has 
enough  money  there  to  protect  him  on  the  decline.  This  man  in 
Bombay  must  either  receive  that  cotton  or  find  somebody  else  who 
will  receive  it  in  his  place. 

The  Chairman.  So  you  visualize,  I  see  you  do,  and  make  very- 
substantial  that  element  of  cotton  in  there.  Now,  what  goes  through 
my  mind  all  the  time  is  that  really,  as  to  the  Bombay  fellow  and  you, 
you  two  are  in  a  guessing  match  as  to  what  the  price  of  cotton  will 
De  in  January,  ana  that  you  are  not  dealing  in  this  white  staple  thing 
we  see,  but  you  are  really  dealing  in  prices,  and  that  you  are  each 
making  a  wager  on  what  that  price  will  be,  and  it  is  not  a  transac- 
tion, a  trade,  out  a  bet.  You  have  explained  how  you  keep  cotton  in 
it,  but  cotton  keeps  slipping  out  on  me.     [Laughter.] 

Mr.  Clayton.  Of  course,  in  my  case,  if  I  sold  against  the  purchase 
of  actual  cotton  there  is  no  question  as  to  my  side  of  it. 

The  Chairman.  When  you  and  Johnson  get  together  it  is  as  plain 
as  day  to  me,  because  you  have  that  cotton  in  Texas,  and  Johnson 
wants  it  up  here,  and  there  is  the  cotton  and  somebody  has  to  store 
it,  and  you  have  to  pay  insurance,  and  something  is  hable  to  get  in 
and  eat  it  up,  and  there  are  a  thousand  things  that  keep  a  fellow 
thinking  about  that  cotton  and  perhaps  lying  awake  at  night  wonying 
about  it;  but  about  that  Bomtay  fellow,  vou  don't  have  to  worry 
about  bugs  or  fire  or  anything  else,  but  in  that  case  you  are  thinking 
what  is  the  price,  that  is  the  thing  you  are  thinking  about,  the  price. 
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That  is  what  worries  me  about  the  whole  thing.  When  the  thing 
has  something  in  it  that  you  have  within  walls,  and  you  have  to 
lock  it  up  at  night  and  look  out  for  it,  then  I  know  that  is  a  trade 
and  the  price  is  incidental.  But  when  the  price  is  the  first  thing  and 
this  commodity  is  a  shadow  somewhere,  then  I  get  awfully  tangled 
up.  If  I  was  over  there  in  the  New  York  Stoclc  [Cottonl  Exchange 
and  one  of  these  near  months  arrived,  I  would  be  the  first  fellow  to 
get  squeezed.     [Laughter.] 

Mr.  Clayton.  I  can  not  visualize  the  shadow  or  symbol  idea.  I 
never  yet  have  sold  or  bought  a  future  contract  that  I  did  not  con- 
template deliverv.  I  do  not  mean  necessarily  that  I  have  the  inten- 
tion of  making  delivery  or  receiving  delivery,  but  I  have  always  con- 
templated what  the  result  would  be  in  case  I  should  deliver  or  in 
case  I  should  receive,  and  I  look  at  it  as  cotton,  not  as  paper  or  a 
myth  or  anything  else.  It  is  really  cotton,  because  I  know  on  the 
other  side  of  the  contract  is  a  man  who  is  good  for  his  obligations, 
and  he  has  either  sold  me  or  bought  from  me,  and  I  must  keep  my 
obligation  with  him.  There  is  no  possibility  of  our  getting  together 
and  agreeing  between  ourselves  that  here  is  something  we  are  going 
to  settle  on  these  chalk  marks  here,  that  we  don't  have  to  deliver  or 
receive,  there  is  no  possibility  of  that  sort. 

It  seems  to  me  every  element  of  the  bona  fide  legal  and  [en]  forcible 
contract  is  there.  I  have  had  to  deliver  too  many  times  and  receive, 
too,  and  I  feel  that  the  only  difference  between  the  contract  for  future 
delivery  and  the  spot  cotton  is  that  one  is  in  the  future,  basis  middlinjj 
to  be  finally  liquidated  at  a  certain  point,  under  certain  rules,  and 
the  other  is  a  transaction  in  the  present. 

The  suggestion  has  been  made  to  me  that  if  a  man  contracted  to 
buy  a  building  or  a  certain  piece  of  property,  real  estate,  and  those 
contracts  are  often  made,  and  to  take  aelivery  at  a  certain  time  in 
the  future,  and  those  contracts  are  made,  I  nave  known  of  them, 
why  he  would  have  a  right  to  transfer  that  contract  to  some  other 
buver  who  was  good  for  his  contract. 

The  second  point  that  has  been  made  has  been  that  it  would  be 
necessarv 

The  Chairman.  Just  there,  if  you  please.  Of  course,  that  last 
statement  is  true,  and  those  contracts  are  made.  The  validity  of 
this  contract  you  are  talking  about  is  a  bona  fides  of  the  intention. 
You  say  that  if  you  believe  m  your  soul  when  you  make  one  of  these 
contracts  that  you  are  confronted  with  delivery  or  receipt  all  you 
have  to  do  when  you  tell  it  to  the  judge  the  next  morning  is  to  con- 
vince him  that  you  had  that  in  your  head  and  that  contract  is  valid; 
but  now,  then,  what  is  the  test  of  your  intentions,  that  is,  the  test  of 
the  validity  of  the  contract?     Your  bona  fides  of  intention. 

Suppose  you  were  up  before  some  just  judge,  and  he  says,  "  Clayton, 
your  intention  was  always  to  receive  or  deliver  and  I  have  to  take 
your  word  foi  that.''  But  what  is  your  record  on  that?  Have  you 
handled  a  million  bales  of  cotton  and  have  you  only  delivered  fifty 
thousand  bales?  He  would  say,  "Why,  I  don't  thinfe  youi  intention 
was  very  good." 

Now,  is  that  the  gauge  of  this  thing  finally?  Some  day  this  thing 
is  going  to  get  into  court  and  the  judges  are  going  to  grind  over  that 
proposition.    First,  they  are  going  to  say  that  uie  basis  of  validity 


in  that  trading  is  the  intention.  Now,  what  is  the  test  of  intention? 
What  do  you  say  is  the  test  of  intention? 

Mr.  Clayton.  I  will  answer  it  in  this  way.  If  I  sell  a  thousand 
bales  of  futures,  I  do  not  think  the  test  is  what  I  intend;  it  is  what  the 
fellow  that  buys  from  me  intends,  and  I  don't  know  what  he  intends. 
I  know  if  he  wants  that  thousand  bales  and  I  can  dehver  it  he  is 
going  to  get  it.  Now,  suppose  we  make  a  wager  across  the  table  and 
say  we  wdl  be  guided  by  tne  New  York  market  on  December.  I  will 
sell  you  a  himdred  bales  of  cotton  December  at  32  cents  a  pound,  and 
on  the  15th  day  of  December  whatever  that  December  market  is 
you  and  I  will  settle.  That  is  not  what  takes  place  on  the  cotton 
exchange.  I  think  that  would  be  a  purely  gambling  contract. 
That  does  not  take  place  on  the  New  York  Cotton  Exchange. 

The  second  point  is  that  it  would  be  necessary  for  the  buyer  of  the 
contract,  where  southern  delivery  is  permitted,  to  maintain  a  large 
organization  in  the  South  in  order  to  receive  this  cotton  at  different 
points,  and  that  in  this  respect  a  large  firm  would  have  a  great  advan- 
tage over  a  smaller  firm.  I  do  not  think  there  is  very  much  in  that 
argument.  The  cotton  could  only  be  delivered  in  warehouses  at  points 
in  the  South,  warehouses  that  nad  been  licensed  by  the  New  York 
Cotton  Exchange. 

They  look  very  carefully  into  the  proposition  to  see  whether  the 
warehouse  is  run  by  competent  people  or  by  honest  people,  about  the 
rate  of  insurance,  as  to  how  much  cotton  they  could  store,  and 
whether  it  is  going  to  be  carefully  protected,  and  so  on;  so  that  any 
warehouse  that  got  a  license  of  that  kind  could  operate  and  be  depend- 
ed upon  as  being  the  right  sort  of  a  warehouse. 

They  have  a  great  restraint  in  this,  in  that  if  they  do  not  do  the 
right  thing  their  Hcense  will  be  taken  away  from  them.  So  that 
would  be  a  hardship.  And  so  I  anticipate  that  there  would  be  no 
question  what  we  would  have  at  these  five  point  [port]  markets, 
as  we  have,  large  warehouses,  taking  lower  rates  of  insurance  than 
New  York  warehouses,  well  managed  by  people  who  understand  the 
cotton  business,  so  that  all  a  man  would  have  to  do  who  was  receiving 
on  a  contract  that  was  delivered  at  any  one  of  these  points  would 
be — ^well,  to  begin  with,  the  papers  would  all  pass  in  New  York, 
where  the  contract  was  made,  and  he  would  pay  for  his  hundred 
bales,  he  would  receive  the  warehouse  receipts,  the  invoice  giving 
the  marks  and  the  location,  and  he  would  receive  even  the  samples 
of  the  cotton. 

Now,  any  man — ^it  makes  no  difference  where  he  may  be  or  how 
small  he  may  be — at  some  point  in  the  interior  of  Texas,  for  instance, 
I  might  have  cotton,  a  hundred  bales  at  Norfolk,  which  always  has 
been  the  market  where  you  can  resell  if  you  can  not  export  it,  or  send 
it  to  New  York — and  if  he  wants  to  export  that  cotton  it  is  certainly 
not  necessary  for  him  to  have  an  organization  at  Norfolk.  These 
warehouses  in  the  South  perform  this  service  all  the  time  for  non- 
residents. All  he  has  to  do  is  to  take  his  samples  and  reclass  his 
cotton  as  he  wants  it  shipped,  and  give  the  necessary  instructions  to 
the  warehouse,  and  forward  the  receipt  to  meet  the  position  of  the 
cotton.  They  will  haclc  [book]  the  freight  for  him,  put  it  on  the  steamer, 
and  get  his  bill  of  lading.  They  are  doing  it  all  the  time.  That  is  the 
way  m  which  the  spot-cotton  business  is  done  in  the  South.  I  do 
not  think  there  is  much  in  that  point. 
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The  Chairman.  What  do  you  say  about  the  differentials  1 

Mr.  Clayton.  Between  New  York  and  the  South  ? 

The  Chairman.  New  York  and  the  place  of  delivery. 

Mr.  Clayton.  It  was  my  original  yiew  that  there  should  be  no 
differential,  that  the  cotton  should  be  deliverable  at  New  York, 
Norfolk,  Savannah,  New  Orleans,  Galveston,  and  Houston  at  the 
same  price  without  a  differential.  This  is  a  very  technical  and  a 
very  important  matter,  and  the  more  we  study  it,  the  more  we  go 
into  it,  the  more  light  we  see.  We  are  inclined  to  not  always  have  the 
same  view  we  had  m  the  beginning. 

The  Chairman.  And  there  was  a  pretty  strong  argument  made 
here  yesterday  on  the  other  side  for  a  differential? 

Mr.  Clayton.  Yes,  sir;  I  think  there  was.  I  have  come  to  the 
view  that  the  best  plan  is  to  accept  a  differential  of  the  actual  freight 
from  the  point  in  the  South  to  New  York,  plus  the  actual  f .  o.  b. 
charges  at  point  of  delivery — that  is  to  say  the  cost  of  taking  the 
cotton  out  of  the  warehouse  and  putting  it  on  the  steamer  to  send 
it  to  New  York.  In  other  words,  if  that  should  be  15  points  and 
freight  35  the  difference  would  be  50.  So  a  man  could  make  his 
delivery  in  the  South;  if  he  had  sold  his  cotton,  his  Decembers,  in 
New  York  at  32,  he  could  deliver  it  in  Savannah  at  31.50,  or  Norfolk, 
or  wherever  it  might  be.  I  believe,  everything  considered,  [ — and]  it 
has  many  phases,  [ — ]  that  that  is  the  soundest  view  to  take. 

The  Chairman.  Now,  these  near  and  far  points. 

Mr.  Clayton.  The  matter  of  near  positions — I  believe  that  sev- 
eral gentlemen  here  have  perhaps  expressed  not  exactly  what  they 
had  m  mind  in  saying  they  thought  we  ought  always  to  have  dis- 
counts on  nears  and  premiums  on  the  distants. 

My  view  on  that  is  that  we  shouldn't  have  any  premiums  on  the 
nears  which  are  brought  about  by  any  uneconomic  or  unnatural  or 
artificial  condition.  I  do  not  believe  tnat  we  can  legislate  values.  I 
do  not  believe  we  can  legislate  differences  in  any  commodity.  All 
we  can  do  is  to  put  trading  on  as  nearly  a  sound,  normal  basis  as  pos- 
sible and  let  the  market  take  care  of  itself.  We  can  not  legislate 
anything  into  it. 

Now,  the  matter  of  premiums  on  the  nears,  in  my  opinion,  largely 
depends  on  trade  conditions.  Of  course,  if  you  want  to  get  premiums 
on  the  nears  you  can  provide  it,  and  New  i  ork  at  certam  times  pro- 
vides it  because  it  becomes  necessary  to  ship  the  cotton  there  to 
fulfill  the  contracts,  and  it  costs  about  $4  a  bale  to  do  it. 

If  you  want  to  be  extreme  and  put  the  delivery  point  in  San  Fran- 
cisco, you  would  get  a  still  higher  premiuin  on  the  nears.  If  you 
wantea  to  be  very  extreme  ana  put  it  in  Timbuctoo  or  some  other 
very  distant  point,  you  would  get  a  still  much  higher  premium  on 
the  nears. 

Regardless  of  whether  we  have  southern-warehouse  delivery  or  not 
trade  conditions  at  times  will  make  for  premiums  on  the  nears,  and 
at  other  times  it  will  make  for  discounts  on  the  nears. 

The  Chairman.  You  say  ''trade  conditions"  there  rather  than 


"supply,"  do  you  not? 
Mr.  C  "  " 


Clayton.  Well,  trade  conditions  and  market  conditions,  the 
condition  of  supply  and  demand,  the  relation  of  the  two.  But,  also, 
speculation  at  times  has  got  a  good  deal  to  do  with  it. 


The  point  has  been  made  that  in  some  years — as  a  usual  thing  in 
the  short-crop  years — we  always  have  premiums  on  the  nears.  I 
have  known  snort-crop  years  when  we  had  big  discounts  on  the  nears. 
In  the  Brown-Hayne  year,  1910  and  1911,  we  started  out  very  early 
in  the  fall,  and  until  some  time  in  March,  as  I  recall,  with  big  dis- 
counts on  the  nears.  The  reason  there  were  big  discounts  on  the 
nears  was  that  we  had  the  hedge  speculation. 

These  gentlemen  came  in  and  bought  contracts  in  large  quantities. 
They  did  not,  just  at  the  time  when  the  crop  was  moving  in  volume, 
want  to  take  delivery  of  that  crop,  they  preferred  to  buy  it  off  a  little 

Eioce,  and  in  October  they  were  buying  January  or  March.     Their 
ig  concentrated  purchase  of  those  months  lifted  them  up  above  the 
near  months. 

The  farmer  was  selling  his  cotton  pretty  freely,  so  that  as  we  went 
along  we  had  these  premiums  on  the  distants  and  discounts  on  the 
nears.  Merchants  stepped  in  and  bought  cotton  freely  from  the 
farmer  and  sold  the  distants  as  a  hedge. 

They  carried  that  cotton  until  sprmg  and  a  great  deal  of  it  they 
had  to  deliver  to  Mr.  Brown  and  Mr.  Hayne  in  New  York. 

When  they  had  to  deUver  it  we  commenced  to  get  premiums  on 
the  nears;  but  it  was  after  the  bulk  of  the  crop  had  moved  out  of  the 
way  and  the  load  on  the  speculator  was  not  so  heavy  to  take  it.  As 
it  turned  out,  however,  thev  did  take  700,000  or  800,000  bales  and 
common  gossip  has  it  that  they  lost  a  great  deal  of  money. 

At  one  time  they  had  a  good  deal  of  money,  but  it  is  supposed 
that  in  the  end  they  lost  the  profit  that  they  had  in  the  beginnmg  in 
the  transaction. 

I  fail  to  see  how  southern  warehouse  delivery  in  and  of  itself  is 
going  to  give  us  any  big  discounts  on  the  nears,  if  trade  conditions 
do  not  warrant  it.     I  tmnk  that  is  a  fallacious  idea. 

Take,  for  instance.  New  Orleans.  New  Orleans  has  southern 
warehouse  delivery.  As  some  gentleman  expressed  it  yesterday,  it 
is  a  funnel,  located  there  about  in  the  center  of  the  Gulf  and  oi  the 
Cotton  Belt.  New  Orleans  can  control  the  Texas  crop,  control  the 
Arkansas  crop  and  the  crop  of  Oklahoma,  Tennessee  and  Alabama 
to  a  certain  extent.  I  have  seen  in  New  Orleans  at  times  as  much  as 
400  or  500  thousand  bales  of  cotton,  at  least  400,000  bales  of  cotton 
at  one  time.  They  have  storage  facilities  in  New  Orleans  for  as  much 
as  600,000  bales  of  cotton,  I  beheve. 

I  have  seen  it  at  times,  when  we  did  not  have  big  premiums  on  the 
nears  and  when  this  colossus  did  not  gather  it  all  up  and  dump  it  on 
the  market,  although  it  can  be  dehvered  there,  that  is  where  their 
delivery  sometimes  takes  place,  in  the  city  of  New  Orleans.  Take 
Liverpool.  Liverpool  has  storage  for  over  a  miUion  bales  of  cotton. 
I  have  seen  a  stock  in  Liverpool  of  600,000  or  700,000  bales  of  cotton. 
At  that  particular  time  we  mav  have  had  some  discounts  on  the  nears, 
but  not  heavy  discoimts,  ana  very  httle  cotton  at  all  on  contracts. 
There  would  seem  to  have  been  a  golden  opportimity  for  somebody 
who  wanted  to  get  this  cotton  all  at  one  place  and  dump  it  on  the 
market  and  break  the  market,  but  it  was  not  done,  and  it  is  not  done, 
Mr.  Chairman. 

I  think  the  main  trouble,  of  course,  in  the  last  few  years,  a  good 
many  of  the  difficulties  that  are  mentioned  here  by  merchants  and 
spinnors,  all  of  us  who  are  middlemen,  our  troubles  have  been  due 
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fundamentally  to  the  supply  and  demand  getting  entirely  out  of 
joint.  In  the  last  three  years,  counting  the  present  year,  the  South, 
this  country  has  grown,  including  Unters,  about  30  million  bales  of 
cotton,  and  at  the  same  time  will  have  consumed  by  the  end  of  this 
year  about  37  million  bales  of  cotton,  American  cotton.  So  we  have 
eaten  in  on  that  supply,  that  carry-over,  I  mentioned  a  moment  ago, 
as  being  in  excess  of  nine  million  bales.  We  have  used  it  all  up  except 
probably  at  the  end  of  the  present  year  two  milhon  or  two  and  a  half 
million  bales,  which  is  too  thm  to  go  around,  because  the  world  must  go 
from  the  end  of  July  until  October,  and  in  the  far  off  places  it  takes 
a  long  time  to  get  the  cotton  out  of  the  fields,  ginned  and  transported. 
They  must  go  for  two  or  three  months  on  that  limited  supply,  and 
it  won't  go  around;  it  won't  go  around  without  great  curtailment  of 

consumption.  . 

The  Chairman.  Of  course,  there  will  be  a  decreased  consumption. 

Mr.  Clayton.  Certainly,  sir,  it  must  come;  it  is  mathematically 
impossible  that  we  consume  this  year  as  much  American  cotton  as 
we  consumed  last  year;  it  can  not  be  done. 

Now,  this  matter  of  southern  warehouse  delivery  is  largely  an 
economical  one.     I  would  like  to  know  whether  Mr.  Hogan  is  here. 

A  Voice.  Yes. 

Mr.  Clayton.  If  Mr.  Hogan  has  some  cotton  in  Norfolk  that 
he  sells  to  Liverpool  it  is  lying  in  warehouse  in  Norfolk,  and  if  he 
wants  to  ship  it  to  Liverpool  he  does  not  send  it  to  New  York  and 
put  in  store;  but  he  ships  it  direct  to  Liverpool,  at  about  45  cents  a 
hundred  pounds.  If  Mr.  Hogan  sells  December  contracts  in  New 
York  and  ships  that  cotton  to  New  York  and  tenders  on  December, 
and  somebody  else  receives  it  on  December  and  ships  it  to  [from] 
New  York,  no  cotton  is  consumed  in  New  York.  It  must  eventually 
go  to  Liverpool  or  Havre,  or  somewhere  else.  The  charge  on  that 
bale  of  cotton,  from  the  time  it  leaves  Norfolk  until  it  gets  to  its 
consuming  destination,  is  about  $4  a  bale  more  than  if  he  shipped  it 
direct  from  Norfolk  to  that  destination.  ^ 

Mr  Chairman,  there  is  the  whole  proposition.  It  is  an  economic 
question.  It  is  a  question  of  imposing  on  the  commodity,  in  order 
to  put  it  in  New  York  and  make  the  delivery  something  like  $3.50 
to  $4  a  bale  expense,  without  adding  anything  to  its  value. 

The  Chairman.  Do  you  want  to  ask  any  questions  on  that  point, 

Doctor  Stevens  ? 

Doctor  Stevens.  No;  Mr.  Chairman. 

Mr  Clayton.  If  that  difference  applied  only  to  the  actual  cotton 
that  was  shipped  to  New  York  and  clelivered  it  would  not  be  so  bad, 
but  it  must  write  itself  into  the  contract  price  of  the  cotton  which 
is  bought  and  sold  in  that  particular  month. 

Several  speakers  have  made  the  point  that  premiums  on  the  nears 
are,  if  anything,  for  the  producer.  I  disagree  that  the  premium  is 
brought  about  hy  that  kind  of  condition. 

Take  last  October,  for  instance.  The  statement  has  been  niade 
several  times  that  there  were  only  90  or  92  bales  at  one  tune  m  New- 
York  of  certificated  cotton  ready  for  delivery,  which  was  true.  In 
the  early  part  of  September  cotton  in  Savannah  and  Norfolk  sold 
for  some  time  at  the  same  price  as  October  contracts  in  New  York, 
and  at  that  tune  October  and  December  contracts  were  about  the 
same.     October  might  have  been  a  few  points  over  December. 


Now,  what  happened?  As  was  perfectly  logical,  some  cotton 
had  to  go  to  New  York  for  delivery.  Somebody  had  bought  October 
contracts,  somebody  else  had  sold  them  and  they  had  to  get  that 
cotton  and  take  it  to  New  York  and  deliver  it. 

Therefore,  October  contracts,  around  the  end  of  the  month,  sold 
at  about  a  cent  a  pound  [ — it]  may  have  been  75  or  80  points,  but 
somewhere  between  75  and  a  hundred  points  [ — ]  over  December. 
But  at  the  same  time  cotton  in  Savannah  and  Norfolk  was  selling  a 
cent  a  pound  under  October. 

So  the  spot  basis  in  the  South,  instead  of  being  even  with  New  York, 
was  about  100  points  under  New  York. 

That  is  about  what  happens  every  time.  The  premium  on  the 
nears  in  New  York  can  not,  if  brought  about  by  that  condition,  give 
the  producer  any  extra  price  for  his  cotton  except  the  twelve  thousand 
or  fourteen  thousand  or  fifteen  thousand  bales  that  Mr.  Hogan  and 
others  in  the  market  might  ship  to  New  York.  It  makes,  perhaps, 
for  that  little  quantity  of  cotton  a  little  better  price  than  they  could 
have  gotten  in  Liverpool  at  that  particular  time,  I  will  grant  that. 
But  the  cotton  is  not  consumed  in  New  York.  It  must  eventually 
go  into  competition  with  some  other  farmers'  cotton  in  order  to  get 
into  the  channels  of  trade  and  be  merchandised.  And,  moreover, 
the  poor  fellow  who  sold  it,  as  Mr.  Hogan  says,  he  helps  him  out — I 
use  Mr.  Hogan 's  name  because  he  is  from  Norfolk — he  helps  him 
out  and  gets  the  cotton  up  ther^  to  help  that  contract. 

That  is  perfectly  legitimate  business.  No  quarrel  at  all  about  that. 
But  the  poor  fellow  who  sold  that  contract,  he  may  be  in  the  interior 
of  Texas,  or  he  may  be  in  Dallas,  and  it  is  not  convenient  for  him 
to  get  the  cotton  up  there.  We  will  admit  right  now  that  he  was 
unwise  to  have  a  contract  for  delivery  in  October  and  not  provide 
himself  with  the  cotton.  He  waited  too  long,  we  will  admit  all  that. 
And,  as  some  one  said  here  the  other  day,  he  had  a  loss  when  he  went 
into  it.     We  will  even  admit  that. 

But  he  had  to  come  in,  having  sold  his  Octobers  against  the  pur- 
chase of  cotton  in  the  South,  at  25  or  30  points  over  December,  and 
he  must  come  in  and  buy  it  back,  and  at  a  hundred  points  over  Decem- 
ber, and  sell  December  at  that  discount,  and  when  he  buys  it  Mr. 
Hogan  sells  it  to  him  and  ships  it  up  there.  That  man  is  hurt.  And 
by  so  much  as  he  is  hurt  there  is  subtracted  from  his  abiHty  to  com- 
pete and  keep  in  the  cotton  trade  and  keep  the  avenues  of  competition 
free  and  open. 

We  want  a  contract,  I  want  a  contract.  I  want  to  see  a  contract 
that  will  liquidate  itself  in  the  South,  so  that  Mr.  Hogan  in  order  to 
deliver  that  cotton  would  dehver  it  right  in  that  warehouse  in  Norfolk 
where  it  is,  and  then  when  it  comes  to  the  market  of  the  world  it 
will  be  picked  up  there  and  sent  to  the  markets  of  the  world  at  a 
minimum  rate,  without  having  passed  through  New  York  at  a  loss 
of  $4  a  bale. 

(Some  one  in  the  back  of  the  room  made  a  remark  about  what  it 
would  cost  in  Norfolk.) 

Mr.  Clayton  (continuing).  You  are  quite  right;  it  would  cost 
something.  I  think  in  Norfolk  it  costs  about  50  cents  to  certificate 
cotton,  as  against  $4  in  New  York.  It  is  something  Hke  *4  a  bale 
in  New  York,  but  in  New  Orleans,  if  we  have  the  cotton  there  in  the 
warehouse,  it  costs  about  50  cents  a  bale  to  do  it.  . 
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The  Chairman.  Of  course,  the  broad  economic  view  of  that  is  a 
trade  between  Norfolk  and  Havre  and  Norfolk  and  New  York  and 
Havre  the  certificate  cancels  out,  because  the  certificate  was  50  cents 
at  Norfolk,  and  if  it  is  at  Norfolk  it  would  not  be  certificated  in 
New  York;  that  is,  it  would  not  be  certificated  in  both  places. 

Mr.  Clayton.  Yes;  that  is  true. 

The  Chairman.  And  vou  were  drawing  the  contrast  here  between 
a  southern  warehouse  delivery  at  Norfolk  and  shipment  from  Norfolk 
to  Europe  at  a  freight  rate  of  so  much. 

Mr.  Clayton.  That  is  right. 

The  Chairman.  And  then  you  are  contrasting  that  with  a  delivery 
of  that  cotton  from  Noif oik  to  New  York  and  then  shipped  to  Europe  ? 

Mr.  Clayton.  Yes,  sir. 

The  Chairman.  Now,  then,  the  contrast  that  you  drew  was  a 
contrast  between  the  expense  of  doing  that  from  Norfolk  across  or 
Noifolk  to  New  York  across? 

Mr.  Clayton.  Yes.  ..       j  *      x 

The  Chairman.  So  now  your  50  cents  certification  does  not  get 

into  that  contract? 

Mr.  Clayton.  Excuse  me,  but  it  does. 

The  Chairman.  Well,  how  does  it?  ,    ,  ,, 

Mr    Clayton.  In  this  way.     We  are  assuming  that  there  are 

too  bales  of  cotton  in  Norfolk  that  is  going  to  be  delivered  on  contract. 

The  Chairman.  All  right.  *     vr       v    u 

Mr    Clayton.  Under  the  present  plan  it  must  go  to  iNew  York 

and  into  warehouse  and  go  through  the  necessary  processes  to  get 

it  ready  for  dehvery,  and  then  some  other  man  becomes  the  owner 

of  it  and  ships  it  to  Liverpool.     That  is  the  New  York  route  at 

The  Chairman.  That  is  one  certification. 

Mr.  Clayton.  Yes,  sir;  one  certification.  Now,  we  get  a  change 
in  our  contract  terms  and  we  have  southern  delivery,  and  Mr. 
Hogan  still  wants  to  deliver  it  on  contract.  It  costs  him  50  cents  a 
bale  to  deliver  it  in  Noifolk  on  contract,  and  then  the  man  fixes  it 
UP  there  and  sends  it  direct  to  Liverpool.     Is  that  clear? 

The  Chairman.  Yes;  but  I  think  there  has  been  one  certification 
in  Noifolk,  or  one  certification  in  New  York,  and  it  costs  the  same 

Mr.  Clayton.  At  Noifolk  it  costs  50  cents  and  m  New  York  $4 

ft.  r)R.ie 

Mr '  HoGAN.  As  a  member  of  the  New  York  Cotton  Exchange 
I  cantake  my  cotton  and  send  it  to  New  York  and  deliver  it  much 
cheaper  than  I  can  to  an  outsider;  because  the  cost  of  dehvenng 
it  in  New  York  is  the  commission  I  pay  to  a  man  for  dehvenng  it  to 
me.  which  I  also  have  to  pay  in  Noifolk,  if  I  were  not  a  member  of  the 
cotton  exchange.  I  pay  for  financing  that  cotton  m  addition  to  the 
cost  of  certification.  Those  costs  have  to  be  met  in  Noifolk  or 
anywhere  else  provided  you  have  to  get  an  agent  to  do  the  work  for 

^^Mr.  Clayton.  To  begin  with,  if  you  sent  it  to  New  York  your 
freight  rate  is  40  cents  a  hundred  pounds.     You  have  to  pick  that  up 
in  Noifolk,  load  it  on  a  steamer  and  pay  40  cents  a  hundred  pouQda. 
When  it  goes  to  New  York  it  must  be  lightered  to  the  warehouse. 
Mr.  HoGAN.  It  is  included  in  the  freight. 


Mr.  Clayton.  All  right.  You  eliminate  that.  It  goes  to  the 
warehouse  and  is  delivered  to  the  warehouse,  the  warehouse  people 
must  put  it  in  store.  There  is  a  storage  that  has  to  be  paid.  There 
is  an  inbound  charge  for  taking  it  in  and  there  is  the  storage  that  has 
to  bo  paid.  Not  everybody  in  the  South  is  a  member  of  the  New 
York  Cotton  Exchansje,  and  they  must  get  brokers  in  New  York  to 
handle  these  things  for  them,  for  which  a  commission  is  charged, 
and  I  can  itemize  it  for  you  if  you  want  me  to. 

Mr.  HoGAN.  Oh,  no. 

Mr.  Clayton.  But  I  have  not  got  all  the  figures  in  my  mind.  1 
can  get  them,  however,  and  add  them  up  and  furnish  them.  It  works 
out  about  $4  a  bale  more  expensive  on  that  cotton,  if  it  goes  through 
contract  delivery,  and  then  to  Liverpool  by  way  of  New  York,  than  if 
you  can  dehver  it  to  Norfolk  and  then  send  it  to  Liverpool.  It  cc.ts 
about  50  cents  a  bale  in  Norfolk. 

Mr.  HoGAN.  I  do  not  grant  that.  It  costs  you  a  good  bit  of  money 
to  pick  that  cotton  up  in  Norfolk  and  put  it  in  the  warehouse;  and  to 
pick  that  cotton  iip  and  handle  it  costs  about  50  cents 

Mr.  Clayton.  Well,  let  us  call  it  a  dollar  a  bale;  let  us  say  it  is  a 
dollar. 

Mr  HoGAN,  I  did  not  want  you  to  make  too  bad  a  showing  on  it. 

The  Chairman.  As  I  understand  it,  Mr.  Hogan  does  not  deny  that 
the  transportation  of  cotton  from  Norfolk  to  Havre  or  Bremen — let 
us  take  Bremen — is  a  cheaper  transaction  than  the  transportation  of 
that  cotton  from  New  York  to  Bremen. 

Mr.  Hogan.  It  might  go  straight  to  mills  from  New  York,  where 
all  that  freight  would  not  be  lost. 

The  Chairman.  I  am  talking  about  Bremen. 

Mr.  Hogan.  Oh,  vou  can  ship  it  straight  to  Bremen  cheaper  than 
you  can  ship  from  New  York,  sometimes. 

The  Chairman.  Let  us  get  this,  because  it  is  quite  important. 
Under  a  New  York  contract,  if  you  could  dehver  from  New  York 
straight  to  Bremen  and  call  it  New  York  dehvery,  would  it  be  cheaper 
than  ycu  can  now  on  a  New  York  contract  send  the  cottcn  from 
Norfolk  to  New  York  to  Bremen  ? 

Mr.  Hogan.  Oh,  yes;  much  cheaper. 

The  Chairman.  It  is  a  cheaper  proposition,  of  course. 

Mr.  Clayton.  Mr.  Chairman,  tnere  was  a  great  deal  srjd  about 
warehouses  in  New  York.  I  want  to  say  that  mv  firm  has  delivered 
and  received  a  great  deal  of  cotton  in  New  York  and  that  we  have 
never  had  any  trouble  with  warehouse  faciUties.  We  have  always 
been  able  to  get  warehouse  facilities.  While  I  have  heard  rumors  at 
times  about  difficulties  in  getting  adequate  warehouse  facihties,  I 
have  never  known  of  an  actual  case  of  anyone  being  prevented  from 
making  delivery  because  he  was  unable  to  get  warehouse  facilities.  I 
think  the  New  York  Cotton  Exchange,  before  they  would  let  a  thing 
like  that  happen,  would  put  the  cotton  in  some  office  building  or  do 
most  anything  in  order  to  prevent  such  a  state  of  affairs,  and  I  don't 
think  they  could  afford  to  let  such  a  thing  happen,  and  I  don't  think 
it  has  ever  happened. 

But  a  much  more  dangerous  thing  is  the  possibihty  of  strikes.  A 
strike  might  occur  shutting  out  the  delivery  of  cotton;  such  a  strike 
might  occur  almost  any  time.  We  have  had  a  great  deal  of  trouble 
in  that  respect. 
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If  we  had  four  or  five  points  in  the  South  it  is  not  likely  we  would 
have  a  strike  at  all  of  them  at  the  same  time,  and  so  we  would  at  least 
have  some  point  somewhere  for  delivery.  r\      x. 

The  Chairman.  The  only  point  I  had  in  mmd  was  this.     On  the 

frain  market  in  Chicago  there  has  been  a  rule  that  dehvery  can  only 
e  made  from  a  public  warehouse,  and  it  struck  me  that  there  was  an 
inadequate  supply  of  public  warehouse  room.  If  there  is  an  inade- 
quate supply  of  it,  naturally  that  gives  a  man  a  chance  on  the  dehv- 
ery month  to  make  it  pretty  lively  for  the  other  fellow,  and  I  wondered 
if  something  analogous  to  that  existed  in  cotton  in  New  York.  Ap- 
parently it  does  not.  -  .        ^j.  xi.        • 

Mr.  Clayton.  I  have  never  known  of  it.  Of  course  there  is  a 
possibility  of  that  happenmg;  but  I  have  never  known  of  a  case 
where  anyone  was  prevented  from  making  delivery  because  he  could 
not  get  the  necessary  storage  room. 

The  Chairman.  Of  course,  in  deliveries,  m  forward  trading,  the 
fairness  of  the  thing,  you  will  grant  and  argue  for,  I  know,  is  to  keep 
all  the  conditions  under  which  you  made  your  bet  free  and  open 
until  you  close  your  bet. 
Mr.    Clayton.  Yes. 

The  Chairman.  If  they  change  the  rules  on  you  while  you  are 
playing  poker  you  are  in  a  terrible  fix.     [Laughter.] 
Sir.  Clayton.  That  is  right. 

The  Chairman.  What  is  there  in  the  cotton  business  that  makes 
an  occasional  witness  talk  about  a  squeeze,  is  it  a  change  of  rules 
somewhere  ? 

Mr.    Clayton.  No. 

The  Chairman.  Apparently  it  is  not  in  the  warehousing. 

Mr.  Clayton.  No.  .     ,      « 

The  Chairman.  What  do  they  mean  by  it  then?  ^  .  .  _ 
Mr.  Clayton.  There  is  no  change  of  rules  at  all.  It  is  simply  a 
necessity  on  the  part  of  the  fellow  to  deliver  cotton  against  his  con- 
tract. He  must  go  into  the  South  and  buy  it,  provide  the  freight 
room  to  get  it  there,  finance  it,  put  it  in  the  store,  have  it  mspected 
and  sampled  and  classed,  and  go  through  all  the  operations  that  are 
necessary  in  completing  a  spot  transaction— in  deed  more  than 
tiie  average  spot  transaction — and  deliver  that  cotton. 

Now,  not  in  twelve  or  fifteen  years  have  I  ever  known  the  New 
York  market  to  go  beyond  the  value  of  cotton  in  the  South  plus  the 
expense  of  getting  it  there.  So  that  the  short,  the  man  who  is  short, 
if  he  wishes  to  go  into  that  market  and  get  somebody  else  to  take 
his  place,  Mr.  Hogan,  or  somebody  else,  he  can  do  it,  and  so  far  as  1 
know  has  always  been  able  to  do  it  since  I  have  been  m  busmess,  at 
about  the  value  of  the  cotton  in  Norfolk  or  Savannah  plus  all  the 
expense  of  putting  it  in  New  York  and  deUvering  it. 

The  Chairman.  Then  the  man  who  complams  of  being  squeezed, 
is  a  man  who  is  reluctant  to  follow  that  transaction  and  deliver  his 
cotton,  who  does  not  want  to  do  it;  is  not  that  what  is  the  matter 

with  him?  ,  ,    -^       j  u  * 

Mr  Clayton.  Yes,  su*.  He  does  not  want  to  do  it  and  he  wants 
to  have  an  open  market  in  which  he  can  have  somebody  else  to  take 
his  place  to  deliver  that  cotton  on  the  basis  of  the  values  in  the  South, 
without  having  to  write  into  the  contract,  without  havmg  to  pay  the 
other  man  this  $4  a  bale,  or  let  us  call  it  $3  a  bale  m  order  to  be  on 


the  safe  side,  this  $3  a  bale  about  which  we  have  been  talking.  Now, 
that  $3  a  bale  in  every  month  has  to  be  written  into  the  price,  it 
can  not  be  avoided,  and  must  be  done  because  the  cotton  will  not  be 
attracted  to  New  York  until  that  is  written  into  the  price. 

The  Chairman.  Of  course  I  can  see,  in  what  you  say,  that  a  very 
powerful  man  on  any  cotton  exchange  is  a  man  who  has  equal  facili- 
ties in  his  trading  business  in  futures  and  in  the  spot  cotton.  I  mean 
by  that  that  a  man  who  enters  a  cotton  market,  a  future  exchange, 
with  ability  to  really  put  the  cotton*  there,  the  actual  cotton,  is  a 
fellow  that  you  have  to  keep  your  eye  on,  because  if  you  go  into 
that  market  with  no  idea  oi  ever  touching  the  cotton,  and  merely 
let  one  cancel  the  other,  if  it  ever  comes  to  a  test  the  fellow  that  is 
backed  up  with  a  little  bale  of  cotton  will  crush  you,  because  he  has 
got  something  that  he  can  tender,  and  the  other  feUow  has  got  a 
contract  that  he  may  not  be  able  to  sell. 

Mr.  Clayton.  That  man  who  can  do  that  always  appears  on  the 
scene,  Mr.  Chairman. 

The  Chairman.  He  does,  does  he? 

Mr.  Clayton.  Always.  He  is  brought  into  action  by  the  price 
advancing  to  such  a  point  that  he  can  afford  to  use  his  facilities  in  the 
South  by  buying  the  cotton  and  shipping  it  to  New  York  and  deUver- 
ing it.  The  price  gets  him  into  the  game,  and  he  always  cuts  in 
when  the  man  who  has  bought  the  cotton  wants  to  draw  him  in. 
It  is  easy  to  do.     He  always  appears  at  the  right  time. 

The  Chairman.  Well,  it  is  very  rarely  the  case,  then,  that  anybody 
who  has  actual  cotton  makes  a  complaint  about  a  squeeze;  is  that 
right? 

Mr.  Clayton.  Oh,  no,  sir;  they  often  do.  Merchants  who  buy 
cotton  and  sell  contracts  against  it — for  instance,  in  the  fall  a  cotton 
merchant  in  the  South  will  buy  cotton  and  sell  December  contracts 
against  it,  for  example,  and  assume  he  sells  the  December  contracts. 
They  are  ruling  about  40  points  over  spot  cotton  in  Norfolk  and 
Savannah,  we  will  say. 

Now,  to  begin  with,  that  is  a  dangerous  thing  for  him  to  do,  in  a 
sense.  As  was  said  here  day  before  yesterday,  he  may  be  licked 
just  when  he  starts,  because  ne  has  sold  cotton  for  deliverv  in  New 
York  at  40  points  over  its  value  in  Norfolk  and  Savannali,  and  it 
takes  about  80  points  $4  a  bale  to  pick  it  up  in  Norfolk  and  Savannah 
and  put  it  into  New  York. 

Now,  you  may  say  he  is  unwise,  and  he  is  not  onto  the  game,  and 
that  sort  of  thing,  but  the  pressure  to  do  business,  and  the  feeling  of 
it — well,  perhaps  there  won't  be  anybody  there  that  is  on  the  long 
side  that  is  going  to  have  that  cotton  brought  up  there,  that  he  may 
find  when  the  time  comes,  he  may  find  somebody  that  will  still  trade 
with  him.  That  induces  him  to  go  on  and  buy  this  cotton,  and  he 
[to]  sell  those  futures. 

Now,  he  also  expects,  when  he  gets  his  cotton  in,  that  he  will 
soon  be  able  to  sen  it  to  a  mill,  and  buy  back  his  hedge,  and  he  is 
through  with  it.  But  we  get  a  period  of  poor  demand,  very  httle 
demand  for  the  kind  of  cotton  which  he  may  have  on  hand,  and  he  is 
forced  to  carry  it  and  can  not  carry  it  except  at  a  big  loss,  and  he 
carries  it  with  thp  hope  that  he  can  eventually  work  out  of  it,  until 
he  gets  to  November  or  December,  and  then  if  nis  De<*ember  contract 
he  sold  advances  a  little  over  the  cotton  in  the  South  and  he  is  forced 
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to  close  out,  or  get  somebody  else  to  do  it  for  him,  and  is  getting 
somebody  else  to  do  it,  he  must  pay  something  like  80  points  over 
Savannat  or  Norfolk. 

The  Chairman.  Now,  is  there  any  manipulation  in  the  contract 
which  brings  that  situation  around  on  that  man?  You  first  said,  in 
your  reference  to  Mr.  Rockefeller,  that  it  was  impossible  to  do  it. 
Now,  is  there  any  way  that  fellow  down  there,  who  has  made  a  bad 
guess  is  there  ahyboclv  up  in  New  York  that  can  make  it  extremely 
difficult  for  him  to  perform  and  make  him  perform  at  a  loss;  is  it  in 
the  power  of  anybody  ? 

Mr.  Clayton.  It  is  not  in  the  power  of  anybody  to  make  it  impos- 
sible for  him  to  perform  or  make  it  extremely  difficult  for  him  to 
pci-form.  He  has  a  contract  and  it  is  quite  conceivable  that  he  may 
pei-form  at  a  loss. 

Somebody  said  business  is  for  profit  and  for  loss.  It  is  [not] 
always  proht.  So  he  may  have  to  perform  at  a  loss,  but  any  prudent 
man\vill  not  sit  there  with  a  contract  for  December  delivery  until 
around  the  23d  of  December  to  see  what  he  is  going  to  do  about  the 
matter  with  his  cotton  down  in  Texas  or  Louisiana  or  somewhere  else. 
We  dare  not  do  it,  if  we  have  sold  it  to  the  spinner,  if  we  sell  December 
cotton  to  a  spinner  we  must,  along  in  December,  look  around  and 
get  that  cotton  and  get  it  ready  to  put  it  under  a  bill  of  lading  before 
the  end  of  December,  or  we  may  have  trouble. 

A  man  who  has  sold  the  contract  in  New  York  should  regard  his 
contract  in  the  same  light  as  if  he  had  sold  it  to  a  spmner;  but 
unfortunately  a  great  many  do  not  do  that;  they  wait,  and  around 
the  end  of  the  month  there  may  be  some  congestion;  there  is  a  good 
deal  of  cotton  that  has  been  sold  for  December,  perhaps,  and  he 
has  waited  a  little  too  long,  and  that  is  where  Norfolk  comes  in. 
Norfolk  is  the  nearest  point  to  New  York,  and  so  that  is  the  place 
where  they  can  buy  the  cotton  and  deliver  it  in  the  shortest  length 

of  time.  ,T„      ,    .  1  • 

Mr.  Marcus.  May  I  ask  a  question?  The  chairman  this  morning 
asked  Mr.  Cahill  whether  there  had  ever  been  a  time  when  cotton 
had  been  demanded  and  was  not  delivered.  I  would  like  to  know 
whether  you  know  of  any  case  where  it  had  not  been  delivered, 
where  it  was  a  physical  impossibility  to  deliver  it;  and  if  it  was  a 
physical  impossibility  to  deliver  it,  what  is  the  rule  for  closing  out  that 

contract?  . 

Mr.  Clayton.  I  think  there  were  one  or  two  cases  during  the  war. 
I  think  my  own  firm  was  a  party  in  one  of  those  cases,  in  which  on 
account  of  congestion  and  movement  of  war  materials  and  that  sort 
of  thing  it  was  difficult  for  the  seller  to  deliver,  and  some  arrangement 
was  made.  I  have  forgotten  exactly  what  it  was,  but  I  think  we  took 
the  cotton  at  Norfolk  instead  of  New  York  or  Fall  River  and  gave 
a  httle  extra  time.     I  do  not  recall  exactly  about  it,  but  that  did 

Now,  as  to  what  occurs  if  delivery  is  impossible.  In  New  Orleans 
if  the  seller  has  made  an  honest  effort  to  make  delivery  of  his  contract 
and  he  is  unable  to  do  so,  and  he  can  show  that  he  made  an  effort  to  do 
it;  that  is,  that  he  had  the  cotton  and  it  was  tied  up  in  a  wreck  or  on 
account  of  a  strike,  or  something  like  that,  and  did  not  get  in  in  tune, 
the  contract  is  closed,  invoiced  back  to  him  on  the  basis,  if  I  remember 
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the  rule  correctly,  of  the  spot  market  on  the  day  the  delivery  was 
due,  plus  a  small  penalty,  albout  $1.25  a  bale. 

In  New  York  it  is  a  little  different,  I  think,  but  it  is  prettv  much 
of  the  same  sort  of  an  arrangement. 

In  other  words,  there  are  provisions  to  keep  from  crucifying  a 
man  in  case  something  prevents  delivery  where  he  has  made  an 
honest  effort  to  do  so.  That  sort  of  thing  is  provided  against.  But 
the  efforts  of  all  exchanges,  Mr.  Chairman,  are  to  keep  that  contract 
a  contract  in  actual  cotton,  so  that  no  man  can  ever  feel  that  he  can 
regard  it  lightly  or  that  if  he  does  regard  it  lightly  that  at  the  end 
of  the  month  they  will  let  him  out  in  some  way.  They  just  don't 
do  that. 

The  Chairman.  Is  there  any  provision  in  the  rules  of  the  cotton 
exchange  that  in  the  case  of  a  corner  the  exchange  or  a  commission 
may  artificially  fix  upon  a  settlement  price  ? 

Mr.  Clayton.  No,  sir;  there  is  not,  that  I  know  of,  in  case  of  a 
corner.  As  I  say,  there  is  a  provision  in  case  a  man  tries  to  deliver 
and  can  not,  there  is  a  provision  to  treat  him  right;  but  I  do  not 
know  any  provision  about  corners. 

The  Chairman.  Has  there  ever  been  a  case  where  a  committee 
of  the  cotton  exchange  has  had  to  fix  the  price  ? 

Mr.  Clayton.  No;  I  don't  think  so. 

The  Chairman.  It  is  not  analogous  to  grain? 

Mr.  Clayton.  No;  I  don't  think  so. 

Mr.  Cahill.  The  situation  to  which  you  referred  some  little  time 
back,  when  there  was  some  cotton  undelivered,  which  you  made  pro- 
vision for  at  Norfolk,  of  course,  I  know  nothing  about;  but  about  that 
same  time  I  think  your  firm,  very  liberally,  made  an  arrangement 
with  somebody  in  New  York  who,  through  some  regulation  of  the 
Department  of  Agriculture,  with  which  they  were  not  famihar — and 
the  regulation  was  this:  A  few  words  in  the  rulings,  two  of  them  pre- 
pared samples,  and  at  the  time  there  was  an  impression  that  il  we 
delivered  samples  to  the  department  and  you  had  completed  your 
delivery — but  the  department  ruled  that  we  must  have  delivered 
prepared  samples. 

it  took  a  little  time  to  do  that,  and  as  a  consequence  some  firms  did 
not  have  the  samples  prepared;  but  my  recollection  was  that  the 
cotton  was  all  there,  but  because  of  their  technical  construction  which 
perhaps  required  an  extra  day,  and  which  would  have  compelled  some, 
because  of  that  construction,  to  default,  when  the  proposition  was 
put  to  your  firm  you  were  good  enough  to  say,  *'  The  cotton  is  here 
and  we  expect  to  deliver  it."'     That  was  the  case. 

Now,  one  thing  more  while  I  am  standing  up.  In  regard  to  the 
last  few  words  I  said  this  morning  in  regard  to  warehouse  space,  so 
many  hundred  thousand  feet,  so  the  conimission  will  not  get  a  wrong 
impression,  that  is  in  Jersey.  Rather  than  have  you  think  it  was  in 
the  city  of  New  York  I  make  that  statement. 

Mr.  Clayton.  Mr.  Chairman,  the  Question  was  asked  the  day 
before  yesterday  about  certain  commodities  in  which  there  was  no 
future  trading.  It  just  came  to  my  mind  that  I  might  mention 
peanuts,  cottonseed,  broomcorn,  and  wool.  I  am  pretty  well  ac- 
quainted with  the  cotton-seed  market,  and  I  have  heard  a  good  deal 
about  peanuts.  There  was  some  question  as  to  the  function  the 
cotton  exchange  was  really  performing,  and  I  think  that  not  only  the 
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fluctuations  in  these  commodities  that  have  no  future  tradmg  are 
much  wider  than  they  are  in  cotton,  but  also  there  is  this  condition 
in  those  commodities;  that  a  pice  may  be  paid  m  one  part  of  the 
territory  that  varies  greatly  Irom  the  price  in  another  part  of  the 
territory,  and  that  is  one  great  function  of  the  cotton  exchange,  a 
function  the  cotton  exchange  performs.  It  advertises  what  cotton 
is  worth  to  the  world.  .         . 

During  the  war,  when  we  had  no  market,  even  at  the  low  prices  of 
six  or  seven  cents  a  pound,  I  knew  of  cotton  in  Texas  selling  for  as 
much  as  a  cent's  variation  in  price.  With  the  cotton  exchange  work- 
ing that  is  almost  an  impossibility.  .       u     /i      i. 

The  Chairman.  Did  you  ever  give  any  thought  as  to  why  tiax  has 
not  any  future  market  ? 

Mr.  Clayton.  No,  sir.  ,       .    .    ,  ^i.       •        * 

The  Chairman.  Is  it  not  probable  that  it  is  because  there  is  not 
enoucrh  of  it  to  trade  in?  I  catch  that  all  the  time  here.  Somebody, 
Mr  Glenny,  of  New  Orieans,  I  think,  tried  to  draw  the  distinction  as 
to  the  use  of  a  future  market,  or  its  failure  to  be  used,  on  the  Question 
of  perishabiUty;  but  that  is  not  very  convmcmg  to  my  mind.  You 
have  to  have  a  lot  of  the  same  kind  of  thing  to  contract  in  futures; 

is  not  that  true?  ,  .   ,  ,  -  , 

Mr  Clayton.  I  think  so.  I  don't  think  you  can  have  a  future 
market,  for  instance,  on  Pima  cotton  in  Arizona.  You  can  not  have 
a  future  market  because  the  quantity  is  so  small.  There  is  not  volume 
enough  to  make  anv  trading  in  it;  the  quantity  is  negligible. 

Now  Mr.  Chairman,  I  beheve  I  have  neariy  finished,  but  I  want 
to  say 'this  before  I  finish.  I  heard  several  gentlemen  make  some 
remarks  about  a  Bureau  of  Markets.  The  Bureau  of  Markets  has 
had  something  to  do  with  the  cotton  business  nearly  ever  since  1 
have  been  in  it,  and  I  just  want  to  say  that  so  far  as  the  cotton 
merchants  axe  concerned  that  I  think  I  speak  heir  mmds  when  I 
sav  I  beUeve  thav  are  very  well  satisfied  with  the  connection  that 
the  Bureau  of  Maf kets  has  with  that  phase  of  the  cotton  business  with 
which  they  are  concerned,  and  they  would  feel  very  sorry  indeed  to 
see  their  functions  in  any  way  curtailed.  ,    ,    ,  .    -^  t  *  i 

I  also  want  to  sav  this  before  I  sit  do^Ti,  and  that  is  if  I  may  take 
the  liberty  I  want  to  compUment  the  Federal  Trade  Commission  on 

^^ Wlfen  I^fir^t^hefrd  of  it  I  doubted  very  seriously  whether  anything 
very  much  could  be  accomplished,  where  the  subject  is  so  techmcal, 
in  a  pubhc  hearing.  I  thinly  I  expressed  myself  m  that  way  to  some 
of  the  staff  of  the  commission.  But  I  >ave  been  very  agreeably 
surprised.  I  think  that  a  cood  deal  of  liffht  has  been  shed  on  this 
tecUcal  subject,  and  nearly  every  branch  of  the  cotton  trade  has 
been  well  represented  here,  and  ably  represented,  and  I  feel  that  there 
should  be  constructive  good  come  from  this  hearing,  and  I  want  to 
thank  you,  sir,  for  the  very  fair  and  impartial  way  in  which  you  have 

conducted  this  hearing.  .  /»     i,-  i,  v.      v.  ^  fi,« 

I  also  want  to  say  that  that  part  of  your  staff  which  has  had  the 
investigation  of  the  business  in  the  South,  I  have  been  very  much 
surprised  that  anybody  not  in  the  cotton  business  for  a  long  time 
has  been  able  to  so  quickly  graso  the  fundamental  details  of  the  busi- 
ness ks  they  have  been  able  to  do. 
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A  gentleman  said  to  me  the  other  day,  coming  dowTi  here — I  have 
forgotten  who  it  was — ^'  Well,  one  thing,  we  know  a  whole  lot  more 
about  it  than  they  do,"  in  connection  with  the  hearing,  and  I  said, 
*' Well,  don't  be  too  sure  about  that;  they  are  very  likely  to  ask  vou 
some  pretty  hard  questions,"  and  I  want  to  say  that  in  the  last 
twelve  months  I  have  had  more  difficult  questions  asked  me,  ques- 
tions that  have  made  me  scratch  mv  head  after  them,  bv  the  staff  of 
the  Federal  Trade  Commission,  than  any  cotton  man  ever  asked  me. 

The  Chairman.  There  is  now  in  the  United  States  Senate  consid- 
erable debate  running  from  time  to  time  on  the  cotton  futures  act. 
Speeches  made  by  many  Senators  show  that  they  are  very  well  in- 
fonned  on  the  subject.  I  can  name  a  dozen  Senators  from  the  south- 
eastern part  of  the  United  States  who  are  very  well  informed,  and 
they  have  made  most  able  speeches  on  the  question.  One  of  the 
men,  who  is  a  frequent  speaker  and  speaks  with  great  vigor,  is  Senator 
Dial.     Have  you  heard  his  speeches? 

Mr.  Clayton.  No.     I  have  read  extracts  from  them. 

The  Chairman.  Well,  an  extract  will  bring  out  his  idea.  He  is 
insistant  that  that  contract,  as  now  practiced  under  the  present  law, 

fives  an  edge  to  the  seller,  the  merchant  seller,  over  the  buyer.    Now, 
think  you  have  testified  on  this  point  before.     In  conclusion,  what 
is  your  opinion  about  that  ? 

Mr.  Clayton.  I  have  talked  with  Senator  Dial  at  great  length 
about  the  matter.  I  think  that  Senator  Dial  is  mistaken.  I  think 
he  is  mistaken  largely  because  I  do  not  believe  he  quite  understands 
the  functions  of  the  contract.  We  buy  our  cotton  from  the  producer 
basis  middling,  and  we  must  take  a  good  many  more  grades  than 
those  named  in  the  future  contract,  which  is  ten,  I  believe. 

So  that  in  order  to  have  a  contract  which  will  in  any  manner  pro- 
tect us,  [h]edge  us,  we  must  have  somewhere  near  the  same  grades 
deliverable  in  our  hedge  contract  as  we  must  take  in  our  spot  con- 
tract, our  purchase  contract. 

Now,  the  men  who  are  trading  in  this  contract  all  understand  it 
perfectly.  They  understand  it  just  as  well  as  the  little  dealer  out 
m  the  interior  oi  Texas  understands  when  he  sells  me  a  hundred  bales 
basis  middling,  that  he  can  deliver  tinges  and  stains  and  all  that; 
they  understand  that.  If  I  go  to  the  broker  and  want  to  buy  a 
hundred  bales  of  strict  middling  or  middling,  I  must  pay  more  than 
for  a  basis, contract,  which  gives  me  [him]  the  right  to  deliver  all 
these  grades  which  he  has  accumulated,  and  that  is  the  only  way  of 
merchandizing  it  or  distributing  it;  but  rf  I  must  have  a  certain ^rade, 
which  is  sometimes  the  case,  1  must  have  a  certain  grade  to  fill  my 
sales  to  the  spinner,  and  go  to  him  and  say,  *'I  want  this  grade, 
he  charges  me  a  good  deal  more  than  if  it  is  a  basis  middling  cotton. 

The  Chairman.  Now,  then,  finally,  can  you  tell  us — nobody  else 
will — what  do  they  mean  by  a  squeeze?  [Laughter.]  What  is  a 
squeeze  ?  What  do  these  men  mean  when  they  talk  about  a  squeeze  i 
I  am  quite  interested  about  it,  and  I  don't  know. 

Mr.  Clayton.  It  is  a  desire,  as  evidenced  in  the  trading  price  of 
the  near  month,  on  the  part  of  the  buyer  of  the  cotton,  to  have  the 
cotton  dehvered  to  him.  Now>  that  happens  in  New  Orleans  some- 
times. I  have  been  both  on  the  inside  and  on  the  outside  of  that  in 
New  Orleans.  It  happens  there  perhaps  not  so  often  as  in  New  York. 
It  can  not  be  exactly  of  the  same  nature  as  in  New  York  because  the 
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cotton  for  liquidating  the  contract  more  or  less  naturally  flows  through 
New  Orleans,  which  is  a  large  spot  market.  But  a  squeeze  in  New 
York  is  simply  the  near  month  coming  to  that  point  on  account  of 
the  buyer  wishing  to  take  delivery  of  the  cotton,  which  will  enable 
the  man  who  sold  to  him  originafly,  or  somebody  who  is  wiUmg  to 
take  his  place,  to  go  into  the  South  and  buy  it  and  deliver  it  to  him 

in  New  York.  mi       •    •    xi. 

The  Chairman.  Did  you  say  it  just  plainly  to  be:  That  it  is  the 

buyer  calling  for  delivery?  „      „,      ,        x     j     •      -i. 

Mr.  Clayton.  He  does  not  have  to  call;  all  he  has  to  do  is  sit 
still  and  wait,  because  the  delivery  must  come  to  him  unless  the  rate 
[holder]  wiU  sell  out  his  contract. 

The  Chairman.  Now,  then,  I  caught  running  all  through  here— 
and  I  can  not  put  this  question  so  it  is  really  intelligible,  perhaps, 
but  I  caught  running  through  all  this  argument  and  discussion  that 
in  the  cotton  trade  there  is  an  element  of  f  orbearness  running  between 
traders.  Is  that  true  or  is  that  a  figment  of  mv  imagination?  That 
is,  I  mean,  the  cotton  trade  gets  along  largely  because  the  fellows  do 
not  take  the  last  eyelash  from  the  other  fellow;  is  that  true  or  not? 

Mr.  Clayton.  1  believe  it  is  pretty  largely  true. 

The  Chairman.  That  there  is  a  good  deal  of  forbearance? 

Mr.  Clayton.  I  think  so.  I  do  not  think  as  a  general  thing  there 
is  a  desire  or  intent  on  the  part  of  anybody  to  hurt  anybody  else. 
It  is  so  in  the  spot  end  of  the  business.  As  has  been  explained  the 
cotton  business  is  technical  and  there  is  a  difference  of  opinion  as  to 
grade  and  staple  and  this  thing  and  that,  and  it  is  rarely  the  case  we 
ever  find  a  man  on  the  other  side  of  the  trade  who  is  not  reasonable, 
and  that  we  can  not  work  out  an  adjustment  of  our  difficulties  with- 
out going  to  court.     A  cotton  man  rarely  goes  to  court. 

The  Chairman.  I  suppose  there  is  enough  genuine  red  blood, 
American  poker-playing  blood,   to  enjoy  seeing  the  other  fellow 

squirm  a  Httle  ?  ,         ,       .  mi 

Mr.  Clayton.  Well,  I  don't  know  that  that  is  so.  There  come 
times  when  a  man,  for  reasons  of  his  own,  for  his  own  protection, 
must  demand  that  the  trade  be  kept,  and  kept  on  time,  and  kept  m 
accordance  with  the  terms  of  the  contract.  If  we  had  only  one 
obhgation  it  might  be  different,  but  one  obligation  leads  to  another; 
you  have  made  an  obligation  which  you  have  to  meet,  and  I  have 
made  an  obhgation  to  another  man,  to  Mr.  Johnson,  and  it  passes  on 
down  the  hne,  so  there  may  be  more  than  one  of  us  in  a  squeeze. 

The  Chairman.  Dr.  Stevens,  do  you  want  to  ask  any  questions? 

Doctor  Stevens.  Is  a  New  Orleans  squeeze  usually  less  serious 
or  more  serious  than  one  in  New  York? 

Mr.  Clayton.  Well,  it  is  almost  impossible  for  the  near  month 
in  New  Orleans  to  go  very  much  over  the  value  of  cotton  in  New 
Orleans  or  in  the  contiguous  territory.  Cotton  can  be  sent  into 
New  Orleans  over  night  Trom  a  pretty  wide  territorjr.  We  can  get 
it  from  Houston  to  New  Orleans  in  that  time  or  within  18  hours, 
anv^^ay.  It  is  less  severe  on  the  shorts,  as  a  general  thing,  to  make 
delivery,  than  it  is  in  New  York,  for  that  reason. 

Doctor  Stevens.  Would  it  be  your  position  on  southern  ware- 
house delivery  that  squeezes  in  New  York  would  be  largely  ehmi- 

nated  ? 
Mr.  Clayton.  Yes,  sir. 
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Doctor  Stevens.  Do  you  think  that  a  squeeze  on  New  York 
contracts  with  southern  warehouse  deliveries  would  be  as  violent 
as  a  squeeze  at  the  present  time  at  New  Orleans? 

Mr.  Clayton.  That  would  depend  on  conditions;  but  I  do  not 
think  it  would.  I  think  that  a  contract  where  the  deliverer  has 
the  right  to  deliver  at  four  or  five  locations  would  liquidate  itself 
with  less  difficulty  than  one  where  delivery  must  be  made  at  only 
one  point,  no  matter  how  big  a  point  that  was. 

Doctor  Stevens.  What  would  by  [be]  your  opinion  of  the  sugges- 
tion made  here  yesterday — and  I  think  made  also  the  day  before — - 
of  using  with  southern  warehouse  delivery  a  New  Bedfora  or  north- 
em  mill  delivery  point? 

Mr.  Clayton.  I  don't  think  it  would  be  wise,  and  my  reason  for 
it  is  this;  that  to  begin  with  there  is  a  great  deal  of  cotton  always 
present  in  the  New  England  market  known  as  rejections,  cotton 
which  southern  shippers  have  shipped  up  there,  and  it  has  not  coine 
up  to  requirements  of  the  contract  with  the  mill,  and  the  cotton  is 
thrown  back  on  the  hands  of  the  shipper,  and  he  puts  it  in  the  ware- 
house and  trys  to  sell  it  to  somebody  else,  and  there  would  be  a 
presumption  on  the  part  of  the  buyer,  if  he  knew  he  might  get  cotton 
at  New  Bedford,  that  that  might  consist  largely  of  rejected  cotton, 
cotton  that  the  spinner  would  not  take  for  some  reason.  I  think 
that  would  introduce  an  element  of  uncertainty  into  the  contract 
and  have  a  depressing  effect;  it  would  be  a  depressing  factor.  An- 
other reason  is  that  the  market  up  there  is  local,  and  if  cotton  is 
shipped  up  there  to  fill  a  contract  and  put  in  warehouse  in  New 
Bedford,  and  the  buyer  leaves  it  there,  it  has  paid  the  freight  to 
New  Bedford,  and  that  must  be  written  into  its  value,  and  then  the 
buyer  must  seek  a  market  for  that  cotton.  Now,  if  he  can  not 
find  it  in  that  immediate  territory,  he  has  either  to  ship  it  back  to 
southern  mills,  or  to  pay  the  freight  to  the  North,  or  he  has  to  export 
it  from  a  point  that  is  economically  out;  it  is  out  of  the  channel  of 
normal  travel. 

Doctor  Stevens.  Would  you  make  any  suggestions  or  have  you 
any  suggestions  in  mind  with  reference  to  any  change  whatever  in 
the  system  of  making  quotations  or  differences,  either  one? 

Mr.  Clayton.  No,  sir;  I  can  not  think  of  any  at  the  moment. 
I  think  the  present  New  York  system  is  the  best  I  have  ever  known. 

It  is  true,  as  the  chairman  has  said,  that  if  we  give  him  the  making 
of  the  individual  quotations  he  will  see  that  the  average  is  all  right. 
That  is  quite  true.  But  the  making  of  these  quotations  at  these  ten 
different  points  is  in  the  hands  of  ten  different  widely  separated 
committees,  and  it  may  be  here  and  there  one  committee  will  not  do 
its  duty  properly,  it  may  be  careless  or  thoughtless,  that  is  the  human 
element  that  it  is  difficult  to  get  away  from,  but  we  have  the  safe- 
guard of  having  the  ten  markets  forming  an  average,  and  one  of  these 
that  might  not  do  it  just  right  will  not  very  greatly  affect  the  average. 

Doctor  Stevens.  You  would  not  apply  the  New  York  sjstem 
then,  to  New  Orleans  ? 

Mr.  Clayton.  Yes,  I  would.  I  am  glad  you  mentioned  that,  be- 
cause I  wanted  to  correct  Mr.  Butler  s  impression.  He  said  that 
he  thought  I  spoke  in  favor  of  New  York  and  for  New  York  only 
and  not  New  Orleans;  but  I  think  it  would  be  better  to  have  the 
New  York  system  applied  to  the  New  Orleans  market  for  this  reason. 
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If  New  Orleans  future  market  served  only  the  New  Orleans  trade, 
just  the  people  in  New  Orleans,  I  think  it  would  be  quite  proper  to 
apply  the  local  difference;  but  a  man  in  Dallas  in  [may]  hedge  his 
cotton  there,  or  a  man  in  Atlanta  may  hedge  his  cotton  there,  people 
all  over  use  that  market;  so  I  think  that  the  differences  which  might 
apply  in  their  particular  section  should  go  into  the  making  of  the 
difference  at  which  they  should  deliver  their  cotton. 

Doctor  Stevens.  Do  you  think  the  employment  of  the  southern 
delivery  warehouse  plan  would  tend  to  reduce  the  discounts  on  the 
distant  positions? 

Mr.  Clayton.  It  would  certainly  prevent  writing  into  the  near 
months  any  uneconomical  or  unnatural  premium,  it  certainly  would 
prevent  that.  But  I  want  to  make  this  point  clear:  That  it  would 
not  necessarily  prevent  premiums  on  the  nears.  And  take  the  situ- 
ation, which  Mr.  McFadden  referred  to,  for  whose  opinion  I  have 
freat  respect.  He  said  that  he  thought  that  to-day  we  had  Decem- 
er  about  a  cent  over  July.  [He  said]  If  we  had  southern  warehouse 
delivery  we  would  have  it  a  cent  or  two  cents  under— one  cent  under, 
I  believe.  I  don't  think  that  would  be  the  case.  It  is  not  the  case 
in  New  Orleans.  New  Orleans,  at  the  time  he  was  speaking  of,  had 
July  about  70  cents  [points]  under  JvJy  [December?]  in  New  Orleans. 
At  the  same  time  at  New  York  we  [had]  July  about  a  cent  under 
July  [December?].  If  you  go  to  Liverpool  you  would  find  the  same 
thing,  about  two  cents^and  you  go  to  Havre  you  find  about  the  same 
thing.  They  have  a  pretty  good  stock  in  New  Orleans  now  and  it 
is  increasing  all  the  time.  It  is  not  only  a  stock  there  but  in  terri- 
tory that  normally  goes  through  that  funnel,  flows  through  that 

funnel,  a  large  stock.  ,    ,      ,         i      • 

So,  if  the  matter  of  premiums  on  the  nears  depended  only  on  havmg 
a  stock  somewhere,  or,  rather,  the  question  of  whether  you  did  have 
premiums  on  nears  depended  onlv  on  the  stock,  we  would  have  big 
premiums  in  New  Orleans:  but  that  is  not  the  controlling  factor. 

Doctor  Stevens.  I  would  like  to  ask  whether  or  not  there  is  any 
general  theory  on  which  the  comparatively  consistent  discounts  can 
be  explained  in  cotton? 

Mr.  Clayton.  Discounts  in  the  distants? 

Doctor  Stevens.  Yes.  In  the  same  way  you  use  the  carrying 
charge  to  explain  as  a  general  theory  the  reason  for  premiums  in  the 

distant  months.  .  , 

Mr.  Clayton.  Discounts  in  the  distants  can  happen  m  a  number 
of  ways.  For  instance,  in  a  short-crcp  year,  if  there  is  considerable 
speculation  in  f^pvii  cotton  in  the  South,  a  considerable  holding  of 
gpot  cotton  bv  the  farmers,  and  very  little  speculation  m  futures, 
you  are  almost  sure  to  have  premiums  on  the  nears,  and  discounts 
on  the  distants :  because  tliere  is  a  witldiolding  of  cotton  from  market 
at  a  time  when  the  mills  are  endeavoring  to  get  their  supplies,  and  so 
the  advantage  is  always  with  the  holder,  so  we  get  a  bigger  demand 
for  the  present  than  we  do  for  the  future,  and  that  lifts  the  value  of 
the  sput  cotton  for  the  present,  which,  in  turn,  lifts  the  value  of  the 
futures.     That  is  one  way  in  which  it  can  happen. 

Doctor  Stevens.  But  that  is  a  theory,  if  i  understand  you,  that 
applies  to  only  one  set  of  crop  years.  Now,  the  carrying  charge 
theory,  on  which  the  premiums  may  sometimes  be  explained,  is  a 


THE   cotton   trade 


477 


general  theory  that  runs  or  applies  in  every  year;  in  other  words  it 
costs  money  to  carry  from  one  month  to  another  ? 

Mr.  Clayton.  Yes. 

Doctor  Stevens.  And  so,  no  matter  whether  the  year  is  a  small- 
crop  year  or  large-crop  year,  the  premium  on  the  distant  months 
should  be  sufficient  to  cover  the  carrying  charge.  Now,  is  there 
anything  that  you  can  suggest  that  accounts  for  the  discoimts  of  the 
distant  months,  that  applies  year  in  and  year  out? 

Mr.  Clayton.  I  don't  know  that  there  is.  As  Mr.  Latham  said, 
if  we  only  had  premiums  on  the  distants  we  would  have  a  millermimn 
it  would  be  so  simple  to  do  the  business  that  anybody  almost  could 
do  it.  But  let  us  go  back  to  the  premuim  of  the  war.  We  had  pre- 
miums on  the  nears  in  New  Orleans  right  through  1917  and  1918, 
running  sometimes  two  cents  a  pound  over  the  next  active  month. 

Make  it  a  figure  it  stood  at  for  a  long  time,  January  a  cent  over 
March,  March  a  cent  over  May,  May  a  cent  over  July.  That  con- 
dition existed  for  a  long  time.  That  was  explainable,  I  think,  by 
the  point  I  made,  that  at  that  time  the  farmers  were  holding  their 
cotton,  and  there  was  an  enonnous  speculation  in  spot  cotton  in  the 
South.  There  was  a  withliolding  from  the  markets  when  the  mills 
wanted  it.  There  was  not  much  bull  speculation  at  that  time. 
Perhaps  more  speculation  on  the  short  side  than  on  the  long  side. 
If  there  had  been  a  very  big  bull  speculation  I  think  they  would  have 
Ufted  the  distants  up  to  the  nears  or  over  the  nears.  So  I  assume 
that  there  was  not  a  big  bull  speculation,  and  the  demand  for  this 
spot  cotton  all  the  time  to  fill  contracts  with  the  farmers  and  spot 
dealers — everybody  in  the  South  was  bullish  all  the  time  and  expected 
cotton  to  go  to  50  or  60  cents  a  pound — and  that  kept  the  near  posi- 
tions always  at  a  premium 

Doctor  Stevens.  Do  you  think  that  the  differential  that  you  pro- 
pose on  New  York,  or  which  you  have  adjusted  on  New  York,  on 
southern  warehouse  delivery,  does  [will]  that  differential  under  New 
York  be  sufficient  to  compensate  for  the  increased  option  of  the  seller 
regarding  places  of  dehvery  so  that  there  will  be  no  decline  in  the 
v^ue  of  the  contract? 

Mr.  Clayton.  In  the  value  of  the  contract  as  compared  with  spot 
cotton  in  the  South? 

Doctor  Stevens.  No;  the  present  cotton  contract. 

Mr.  Clayton.  At  times  the  new  contract  [will  be  higher]  than  the 
present  and  at  times  less,  as  represented  by  the  price  you  see  quoted 
m  this  way.  At  the  present  time  if  cotton  is  going  to  New  York  to 
satisfy  contracts  it  will  sell  in  the  near  months  at  about  a  cent  over 
the  distant  months.  That  is,  in  the  South.  I  can  not  conceive,  under 
the  new  contract,  that  it  will  sell  over  50  points  difference  in  the  South, 
because  that  is  about  what  the  differential  would  be,  to  include  the 
freight  and  f.  o.  b.  charges,  so  that  is  the  stopping  point.  Now,  at 
other  times  if  there  has  been  shipped  to  New  York  for  the  purpose  of 
satisfying  contracts,  say,  75,000  or  100,000  bales,  and  the  holder 
wants  to  be  rid  of  that  cotton  and  tenders  it,  we  will  have  the  New 
York  market  decline  to  the  point  where  the  cotton  merchants  can 
figure  that  that  cotton  is  as  cneap  to  buy  and  sell  in  the  markets  of 
the  world  as  cotton  in  Savannah  and  Norfolk,  so  that  market  drops 
25  or  perhaps  even  50  points  under  cotton  in  Norfolk  and  Savannah, 
and  then  spot  merchants  Uke  Mr.  Cahill  and  Hubbard  Brothers  and 
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others  in  New  York,  huj  that  near  month,  receive  the  cotton  and 
merchandise  it  and  ship  it  away  from  New  York. 

Doctor  Stevens.  You  would  not  favor,  I  should  judge,  then, 
any  change  in  the  form  of  the  contract  itself  in  reference  to  deliver- 
able grades,  either  the  extension  of  delivery  grades  beyond  what  we 
now  have  or  an  even-running  contract,  or  a  contiguous-grade  contract? 

Mr.  Clayton.  Before  I  answer  that  question  may  1  go  back  to  the 
farmer  again  for  a  moment? 

Doctor  Stevens.  Surely. 

Mr.  Clayton.  I  think  that  the  proposed  new  contract — and  this 
[is]  the  whole  point  I  make  about  it — ^would  give  us  a  more  constant 
parity  between  the  value  of  the  contract  and  the  value  of  the  cotton 
than  the  present  contract.  I  think  the  fluctuations,  the  thing  that 
we  call  the  basis  of  parity  between  futures  and  spots,  would  be 
greatly  reduced  by  the  new  contract. 

Sometimes  the  new  contract  would  have  a  greater  value  over  spots 
than  the  old,  the  present;  sometimes  it  would  have  a  less;  but  it 
would  have  a  mean  value.  It  would  stand  at  a  closer  parity  all  the 
time  than  the  present  contract,  in  my  opinion. 

Now,  your  question  about  the  change  of  the  contract.  I  do  not 
claim  that  the  present  contract  is  absolutely  perfect,  I  do  not  think 
that  at  all.  My  mind  refuses  to  admit  that  anything  is  perfect  and 
can  not  be  improved.  I  remember  very  well  [when]  the  Smith-Lever 
bill  was  proposed,  I  was  one  of  those  reactionaries  that  thought  thev 
ought  to  keep  hands  off.  I  have  seen  the  error  of  mv  ways.  I  think 
it  IS  a  very  constructive  piece  of  legislation  and  I  think  that  every- 
body in  the  cotton  trade  would  raise  up  against  going  back  to  the 
condition  that  existed  before  it  was  passed. 

But  it  seems  to  me  that  in  the  matter  of  the  grades,  as  to  whether 
we  should  have  fewer  grades  deliverable  or  more,  or  whether  we 
should  have  specific  grades  or  contiguous  grades,  I  really  feel  that  it 
is  not  a  matter  of  very  great  moment,  and  that  we  have  now  just 
about  the  right  sort  of  contract  in  the  matter  of  grades.  I  know 
there  are  a  good  many  gentlemen  in  the  cotton  trade  of  long  experience 
and  good  judgment,  for  instance,  we  have  heard  what  Mr.  Marcus 
said,  who  wish  to  have  more  grades  deliverable,  and  there  is  certainly 
nothing  to  be  said  against  the  fact  that  strict  middling  spotted  and 
middling  tinged  are  perfectly  merchantable  grades  of  cotton;  but  I 
feel  that  the  present  range  of  grades  will  take  care  of  80  to  85  per  cent 
of  the  crop,  and  that  that  is  quite  sufficient  to  prevent  any  undue 
fluctuation  in  the  contract,  because  of  not  having  enough  range  in 

deliveries.  ^  •     , 

It  is  not  a  matter  of  getting  the  cotton.  Cotton  is  always  present, 
to  be  had  to  deliver  on  the  contract  and  liquidate  it.  It  is  some- 
where. It  is  a  question  of  moving  it  to  the  point  where  it  is  required, 
where  it  is  required  to  be  put  before  to  can  be  liquidated.     That  is  the 

trouble.  ,  .,  ,  .  .        .   .^, 

Doctor  Stevens.  I  would  like  to  ask  you  if  the  proposition  of  either 
the  contiguous  grade  contract  or  the  even  running  contract  does  not 
go  to  the  question  of  parity  between  spots  and  futures.  In  other 
words,  is  it  not  true  that  the  contract  of  that  character  received  by  a 
buyer  would  be  a  more  merchantable  kind  of  contract  than  would  the 
present  dehvery,  which  might  be  ten  bales  of  every  one  of  the  ten 
deliverable  grades  ? 
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Mr.  Clayton.  If  you  had  only  a  hundred  bales  to  receive  it 
certainly  would.  If  vou  had  500  bales  to  receive  it  would  be  in  a 
much  less  degree,  if  you  had  a  thousand  bales  to  receive  it  would 
not  make  any  difl^erence,  because  with  a  thousand  bales  every  dealer 
that  wants  to  merchandise  would  receive  it  and  he  would  get  50  bales 
markets,  [marks  ?]  and  he  would  have  no  trouble  in  doing  it  no  matter 
how  many  bales  were  delivered. 

Doctor  Stevens.  But  under  southern  warehouse  delivery  you 
would  still  have  a  thousand  bales  and  you  might  have  100  bales  at 
each  one  of  ten  points  delivered  to  you,  or  500  bales  at  each  of  two 
points  ? 

Mr.  Clayton.  Yes;  that  is  true;  and  it  does  have  more  argument 
for  southern  warehouse  delivery  than  it  would  at  one  point,  there  is 
no  question  about  that.  I  still,  however,  do  not  believe  it  is  advisable 
to  change  the  grade.  I  think  probably  what  would  happen,  if  you 
had  contiguous  grades,  is  that  the  tenderer  would  be  compelled  as 
near  as  he  could  to  deliver  even  running  cotton,  because  to  allow  for 
the  variation  between  his  idea  of  the  class  and  the  Government 
dasser's  idea  of  it,  if  I  had  to  make  delivery  of  cotton  under  a  con- 
tiguous grade  contract,  I  would  try  to  deliver  even  running  middling 
in  the  hope  that  the  Government  classe[r]s  would  find  nothing  below 
strict  low  and  nothing  above  strict  middling,  so  it  [we?]  would  have 
the  three  gr>ides,  even  running,  [strict?]  middling  or  middling  or 
strict  [low  ?]  middling,  or  [of]  even  running  grade^  [?]  so  it  would  come 
within  the  requirements  of  the  contiguous  grade  provision,  and  that 
would  be  a  hardship  at  times,  and  it  would  certainly  write  something 
into  the  price ;  I  don't  think  there  is  any  doubt  about  that.  It  would 
elevate  tne  contract  without,  I  believe,  accomplishing  any  good. 

Doctor  Stevens.  In  other  words,  you  do  not  thinik  it  would 
improve  the  parity  between  spots  and  futures. 

Mr.  Clayton.  Yes;  I  do.  That  is  that  [parity]  maybe  would 
stand  fixed  in  the  same  relation  that  the  other  contract  would  be, 
only  the  futures  might  be  a  little  higher  that  way,  ten  or  fifteen 
points,  but  I  do  not  think  that  would  give  the  producer  anything 
more  for  his  cotton. 

Mr.  Cahill.  Will  we  not  be  likely  to  have  contiguous  contracts 
this  year,  will  we  not  be  able  to  receive  strict  middling  and  middling 
or  strict  low  middling  and  low  middling? 

Mr.  Clayton.  That  is  right. 

Mr.  Cahill.  You  would  receive  the  lower  grade. 

Mr.  Clayton.  We  would  receive  the  lower  grade. 

Mr.  Cahill.  This  year  ? 

Mr.  Clayton.  Yes;  that  is  right. 

Mr.  Cahill.  I  thought  you  might  bring  that  point  out. 

Mr.  Clayton.  That  is  true,  but  you  could  deliver  strict  low  mid- 
dling and  you  might  get  a  range  from  low  middling  to  middling;  but 
you  would  not  try  to  deliver  your  middling  because  you  might  have 
rejections.  You  don't  try  to  do  that  now  in  practice.  I  don't  think 
the  fact  that  you  get  low  grades  would  make  much  difference  in  the 
construction  of  the  contiguous  grade  feature. 

Mr.  Cahill.  My  idea  was  that  without  asking  for  it  we  may  get 
it  this  year  if  we  get  any  cotton. 

Mr.  Clayton.  Oh,  yes.  I  did  not  see  your  point.  Without  the 
contiguous  grade  rule  you  coidd  probably  get  those  grades  anyway,. 
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because  you  are  not  likely  to  get  much  middling  and  above,  it  will 
[be]  middling  and  below.  There  are  only  three  as  they  are,  middling, 
strict  low  middling,  and  low  middUng,  and  that  is  what  any  receiver 
after  December  anyway  would  get  on  the  contract. 

The  Chairman.  Any  other  (juostions,  Doctor  Stevens? 

Doctor  Stevens.  That  would  be  likely  to  be  true  in  almost  any 
year  that  the  crop  ran  in  a  certain  condition,  would  it  not? 

Mr.  Clayton.  Well,  it  would  very  likely  be  tiue  with  the  ten-grade 
range  only.  Last  year  it  was  good  grade,  and  the  year  before  it  was 
not,  and  the  year  before  that  it  was  poor.  So  almost  any  year  it 
would  be  likely  to  be  tiue. 

Doctor  Stevens.  You  do  not  think  that  the  contiguous  grade 
contract  would  elevate  the  future  more  than  a  very  few  points,  do 

you? 

Mr.  Clayton.  I  think  it  would  vary  with  conditions.  At  times 
it  would  be  15  or  20  points,  probably. 

Doctor  Stevens.  It  probably  would  not  run  as  high  as  50  under 
m\Y  conditions,  would  it? 

Mr.  Clayton.  I  don't  think  so. 

The  Chairman.  If  that  is  all,  we  thank  you  very  much,  and  all 
this  record  has  been  taken  stenoOTaphicallv  and  will  be  available. 
We  will  make  a  study  of  the  record.  This  closes  the  hearing,  gentle- 
men, and  we  thank  you  all. 

(Thereupon  at  4.25  p.  m.  the  conference  adjourned.) 
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Washington,  D.  C,  December  15 ^  1923 — 10  a.  m. 
Hearings  in  the  above  entitled  matter  were  resumed  at  10  o'clock 

a.  m. 

Present:  Commissioners   Thompson    (chairman),   Murdock,   Van 

Fleet,  and  Nugent. 

Senator  Dial  appeared  before  the  commission. 

The  Chairman.  Let  the  record  show  that  this  is  a  reconvening 
of  the  hearing  in  response  to  Senate  Resolution  262,  introduced  by 
Senator  Dial  March  16,  1922,  and  Senate  Resolution  429,  introduced 
by  Senator  Smith  on  Januarv  29,  1923. 

Let  the  record  also  show  tliat  Senator  Dial  was  not  present  at  the 
hearings  at  Washington  on  these  resolutions  that  began  on  November 
6,  and  that  he  has  since  asked  that  he  might  come  before  the  com- 
mission and  have  a  hearing  on  tliis  date. 

Senator,  we  will  be  glad  to  hear  from  you  on  anything  you  have  to 

say. 

Senator  Dial.  At  the  hearings  you  had  here  on  November  6,  7, 
and  8,  I  was  in  South  Carolina  and  was  ill  and  could  not  get  here. 
I  was  very  anxious  indeed  to  hear  the  views  of  the  gentlemen  who 
appeared  at  that  time.  Since  that  time  I  have  read,  however,  the 
statements  and  speeches  that  were  made  on  those  davs,  of  most  of 
the  parties  who  appeared.  I  particularly  studied  the  statements 
of  some  of  the  parties  in  each  group,  and  I  practically  read  all  of  what 
was  stated. 
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I  was  very  much  impressed  with  the  absence  of  the  real  parties  in 
interest,  as  I  see  it,  in  this  matter,  to  wit,  the  growers  of  cotton. 
I  did  not  find  that  his  case  was  presented  as  strongly  as  I  thought  it 
ought  to  have  been.  In  fact,  I  believe  no  real  grower  of  cotton  was 
present.  Some  representatives  of  organizations  which  handled 
cotton  was  here,  but  to  get  down  to  tne  actual  producer,  he  was 
absent,  and  he  is  the  man  that  I  am  trying  to  represent. 

I  have  appeared  before  you  gentlemen  on  diflFerent  occasions  in 
the  last  couple  of  years  on  this  subject,  and  I  have  no  desire  now  to 
repeat  what  I  said  upon  those  occasions,  but  I  want  to  say  that  I 
am  more  strongly  convinced  than  I  have  ever  been  of  the  correctness 
of  the  position  which  I  then  took.  Of  course  it  is  unnecessary  to 
repeat  now  or  to  go  into  detail  as  to  those  matters. 

The  Chairman.  Senator,  there  was  one  question  that  I  would  like 
to  hear  from  you  on  that  was  brought  up  in  those  meetings,  and 
that  was  the  attitude  of  the  grower  toward,  I  think  it  was,  the  southern 
warehousing  problem. 

Senator  Dial.  Yes.  I  will  come  to  that.  Allow  me  just  to  go 
on  a  little  bit  and  we  will  come  down  to  the  point. 

The  Chairman.  Very  well. 

Senator  Dial.  I  want  to  say  in  this  connection,  before  we  get  to 
that,  and  repeat  again,  that  I  am  not  here  fighting  the  exchanges. 
Exchanges  might  serve  a  good  purpose  under  a  proper  law,  but  I 
am  now  fighting,  with  all  the  power  that  is  in  me,  the  mode,  the 
manner  or  plan,  or  the  method  tnat  fixes  the  price  of  our  spot  cotton; 
that  is,  fixed  by  the  exchanges. 

Furthermore,  I  am  not  criticising  my  colleagues  in  Confess  and 
our  predecessors  in  Congress,  but  I  feel  that  this  condition  has 
gotten  where  it  is  without  blaming  any  person  in  particular,  but  it 
is  a  system  that  is  unbearable  longer  by  the  southern  growers  of 
cotton. 

This  is  not  a  sectional  question.  It  is  a  national  question  or  an 
international  question.  Every  man  in  the  United  States  is  interested 
in  it  more  or  less. 

Now,  we  will  get  down  to  your  point.  As  I  gatherexi  from  the 
reading  of  this  last  hearing  you  had,  that  resolves  itself  under  three 
heads.  The  first  was  the  future  contracts.  The  next  was  southern 
warehouse  delivery  on  contracts.  And  then  the  method  of  fixing 
the  differential  between  the  prices  of  the  different  grades  of  cotton. 

I  will  take  the  second  proposition,  as  to  southern  warehousing. 
This  would  appear  at  first  thought  to  have  some  merit  in  it,  because 
the  cotton  is  grown  in  the  South  and  a  large  number  of  mills  are 
located  in  the  South  and  it  would  seem  with  some  degree  of  reason 
that  it  would  be  advantageous  to  buy  cotton  on  contracts  and  deliver 
it  in  the  South  close  to  tiie  mills,  or  to  the  mills,  and  therefore  save 
freight  to  or  from  New  York  or  New  Orleans.  To  my  mind,  however, 
all  that  would  play  directly  into  the  hands  of  the  speculators,  and 
would  put  the  price  of  actual  cotton  down  to  a  very  great  degree. 
If  you  will  notice  the  papers,  usually  the  price  of  cotton  goes  up  in 
New  York  near  tender  day.  That  is  done,  according  to  my  view, 
because  they  can  not  get  suflficient  cotton  there  to  tender  on  contracts, 
and  therefore  the  price  will  go  up.     If  the  seller  of  the  contract  had 
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a  ri<-ht  to  tender  it  all  over  the  South,  there  being  so  much  cotton 
there  the  price  would  go  down,  for  he  could  tender  it  with  mucJi 
greater  ease,  and  thereby  keep  the  price  down,  particularly  under 
the  present  contract,  where  the  seller  has  a  right  to  deliver  any  one 
of  ten  grades  on  contracts.  ,  ,         .. 

So  I  think  that  it  would  be  almost  ruinous  to  the  cotton  grower. 
I  am  unalterably  opposed  to  that,  certainly  unless  we  revise  the 
whole  system,  and  I  do  not  know  but  what  I  would  be  opposed  to  it 
then  In  other  words,  the  place  of  delivery  fixes  the  pnce  m  a  great 
maioritv  of  commodities.  You  can  sell  potatoes,  I  imagine,  m 
Maine  cheaper  than  in  Washington,  because  they  are  raised  there. 

Now,  as  to  the ■  ^       i-u  4.      \/r 

The  Chairman  (interposing).  Before  you  come  to  that,  Mr. 
Murdock,  would  you  like  to  ask  any  questions  there? 

Commissioner  Murdock.  No.  .  .    .,        1    • 

Senator  Dial.  Mr.  Murdock,  you  catch  my  point,  there  being  a 
great  supply  of  it  there?  Of  course,  it  would  bring  less  m  Canada 
than  it  would  in  New  York,  but  if  you  are  going  to  allot  the  habitat, 
as  it  were  in  New  York,  there  is  where  the  contract  is  made,  let  tliem 
dehver  according  to  that  contract  there.  I  have  not  studied  it  with  a 
view  of  the  legal  aspect,  but  I  doubt  the  legality  of  that  propostion. 
I  do  not  know  but  what  you  could  get  in  there  with  your  State  laws 
and  I  am  going  to  fight  that  proposition  on  every  conceivable  ground 
in  the  Senate.  They  wQl  never  get  a  bill  through  if  I  can  help  it,  un- 
less and  until  we  change  the  present  law  of  future  contracts,  and  i 
will  raise  everv  legal  and  constitutional  objection  which  i  can.  i 
doubt  verv  much  Uie  legality  of  that  propostuon. 

Commissioner  Murdock.  It  would  be  weU  for  you,  inasmuch  as 
this  is  brand  new,  this  point  as  to  the  legalitv,  to  put  into  the  record 
something  to  indicate  just  the  reason  you  think  it  is  illegal.     Ihat 

is  new  to  us.  .        ^    v        «r    *i^  /«««l- 

Senator  Dial.  Well,  it  is  new  to  me,  too,  to  be  perfectly  frank 
vnth  vou,  but  I  thought  of  this  proposition  senously  the  other  day 
and  decided  to  mention  it  here.     It  is  no  new  idea— of    southern 
warehouses.    Since  I  have  been  in  the  Senate  gentlemen  have  visited 
me  from  the  exchanges,  and  they  have  insisted  most  strenously  upon 
that  proposition.    One  man  stayed  here  weeks  a  year  or  two  ago, 
and  he  staved  in  my  ofhce  until  he  got  to  be  almost  a  nuisance,  try- 
ing to  persuade  me  to  agree  to  that  proposition     I  wanted  to  be  very 
polite,  but  I  would  not  consider  it  for  a  second.    I  am  a  lawyer,  but 
1  have  not  studied  this  out  with  a  view  to  making  a  speech  on  it. 
That  point  occurred  to  me  the  other  day  as  an  additional  objection. 
Before  1914  there  was  no  national  law  governing  future  contracts. 
Tlie  South  complained  since  the  Civil  War  down  until  1914  before 
thev  got  this  law  passed.     During  that  time  every  Southern  State, 
including  Virginia,  with  the  very  small  amount  of  cotton  raised  there, 
passed  what  are  knoA^Ti  as  antibucket-shop  la^.'^,  trying  to  get  at  the 
evil  of  the  future  contracts.    As  a  boy  I  heard  my  father  complain, 
UP  until  the  time  he  died,  about  the  injustice  of  the  future  contract, 
and  that  it  depressed  the  price  of  actual  cotton.    It  was  doub  ed  m 
those  days  whether  Congress  had  any  jurisdiction  over  the  subject 
matter  at  all.     It  was  argued  that  it  was  a  State  matter  and  there 
was  no  provision  of  the  Constitution  authorizing  Congress  to  take 


charge  of  this  matter.  But  later  it  has  been  held,  or  at  least  conceded 
— I  do  not  know  whether  it  has  been  held,  but  it  has  been  at  least 
tacitly  settled — that  Congress  has  jurisdiction  over  the  subject 
matter  under  three  clauses  of  the  Cfonstitution,  to  wit,  the  post- 
office  clause,  the  interstate-commerce  clause,  and  the  taxing  power. 
What  decisions  have  been  made  I  am  not  fully  up  on  this  morning. 
Perhaps  there  have  been  some  decisions,  and  I  think  there  have  been. 
But  my  recollection  is  it  is  a  pretty  narrow  question,  and  particu- 
larly under  the  clause  or  the  provision  of  the  Constitution  that  this 
particular  law  is  passed,  to  wit,  the  taxing  power  of  the  Constitu- 
tion.   If  you  will  study  this  act 

The  Chairman  (interposing).  Which  act  is  that? 

Senator  Dial.  The  act  of  1914,  the  act  fixing  the  present  future 
contract  law.  If  you  will  study  that  act  you  will  see  that  it  is  not 
intended  as  a  revenue  measure.  It  purports  to  be  a  revenue  measure, 
but  it  exempts  practically  everything  under  it,  and  it  is  done,  I  take 
it,  in  order  for  Congress  to  get  jurisdiction  of  the  subject  matter. 
It  taxes  certain  kinds  of  contracts,  and  then  exempts,  etc.  I  some- 
what doubt  the  constitutionality  of  this  act,  but  I  am  not  here 
attacking  that.  I  am  not  raising  the  point.  In  fact,  I  prefer 
to  soft-pedal  that.  I  am  willing  that  Congress  should  have  juris- 
diction. We  people  in  the  South  wanted  Congress  to  have  juris- 
diction, because  we,  the  southern  States,  were  unable  to  cope  with 
the  evil,  and  we  thought  Congress  was  all  powerful  and  could  do  it 
if  it  would,  and  do  it  in  the  proper  way.  1  am  not  opposed  to  Con- 
gress fixing  the  law,  but  I  want  it  to  fix  an  honest  law,  a  definite 
law,  a  mutual  law,  a  law  which  is  like  the  law  of  any  other  contract 
in  the  world.  That  is  all  I  am  asking  Congress  to  do,  and  then  we 
will  be  satisfied.  I  think  it  ought  to  take  jurisdiction  of  this  sub- 
ject matter,  but  if  you  are  going  to  change  it  and  have  delivery  in 
the  South,  I  do  not  know  what  section  you  would  bring  it  under, 
and  you  would  run  against  snags,  and  I  would  raise  every  possible 
objection  I  could. 

The  Chairman.  I  might  say  that  at  the  hearing  here,  in  order  to 
develop  the  thing  fully,  we  asked  Dr.  Walker  and  his  assistants  if 
they  would  care  to  ask  any  questions,  and  so  we  did  develop  it  very 
fully  that  way,  and  so  I  am  going  to  ask  Dr.  Walker  if  he  has  any 
questions  that  he  would  like  to  ask. 

Doctor  Walker.  No. 

The  Chairman.  Or  Dr.  Stevens? 

Doctor  Stevens.  Yes;  I  would  like  to  ask  Senator  Dial,  in  view  of 
the  Supreme  Court  decision  on  the  cotton  [grain]  futures  act,  in  view  of 
the  holding  of  the  court  in  that  case,  if  it  would  not  be  true  that 
Congress  has  jurisdiction  under  the  interstate  commerce  power, 
and  if  that  was  done  [so],  if  it  would  not  be  true  that  on  the  basis  of 
that  decision  of  the  Supreme  Court,  that  that  act  would  probably 
be  upheld  under  the  interstate  commerce  power,  although  it  might 
be  unconstitutional  under  the  taxing  power? 

Senator  Dial.  Possibly  it  would.  As  I  said,  I  have  not  studied 
it  with  a  view  of  giving  you  a  legal  opinion,  but  these  different  pro- 
visions arose  in  my  mind  the  other  day  when  I  was  reading  the 
transcript  of  the  hearings  down  here,  where  the  exchanges  put  in 
the  system  of  deUvery  in  the  South;  and  it  occurred  to  me  then. 
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I  was  reminded  of  the  great  doubt  about  this  act  at  the  time  it  was 
Dassed      The  most  illuminating  opinion  I  have  ever  read  on  it  was 
?Ct  of  Mr.  Caffey,  I  think  it  was.*^  Mr.  Cafley  wbb  attorney  for  th| 
Agricultural  Department,  and  he  made  a  speech  before  the  Alabama 
lelislature,  I  believe,  or  some  organization  m  Alabama.     It  is  a  very 
long  speech  and  I  have  not  read  it  for  a  great  many  yea«,  but  I 
suggest  that  if  you  gentlemen  would  hke  to  read  it  1  will  be  very 
glflTo  get  it  for^you!  but  in  that  speech  he  said  this  bill  was  a  rnere 
Itart   and  probably  amendments  would  be  forthcoming  at  an  early 
dav  '  Possibly  it  might  be,  Mr.  Stevens,  but  I  think  changes  in  any 
way  at  all,  you  would  run  up  against  a  great  many  different  objec- 
tions     If  the  people  want  to  go  out  and  buy  cotton  they  can  do  so, 
buryou  ought  not  to  make  it  any  easier  on  the  exchanges  to  depre^ 
the  price,  and  that  would  depress  it.     I  notice  •'i^*ese  hearings 
where  [that]  pretty  much  aU  tfie  spot  people  who  attended  did  not 

'^Doctt^wTLKER.  Mav  I  ask  this  question?  It  is  your  view  that 
southern  warehouse  delivery  has  a  depressing  effect  on  the  spot 
price  applying  merely  to  this  period  when  there  is  a  strong  demand 
for  cotton  to  tender  on  contracts,  or  generally? 

Senator  Dial.  I  think  it  would  tend  to  put  the  pnce  down  aU  the 

^"Doctor  Walker.  Even  apart  from  the  secondary  demand  for 
tenders  on  contracts  at  particular  months?  ,    ^      .      *. 

Senator  Dial.  Yes.  ff  you  make  it  easier  for  them  to  tender  the 
cotton  of  course  the  price  would  come  do-w-n.  ,       »  ^,     .-         , 

Doctor  Walker,  f  can  see  how  that  would  app  y  at  the  time  of 
the  month  for  delivery  on  particular  options,  tut  how  would  the 
geographical  element  enter  mto  reducmg  it  at  other  tunes? 

Senator  Dial.  Because  the  cotton  is  raised  there,  and  there  wou  d 
be  more  of  it  there  than  there  would  be  at  New  York,  and  it  would 
hp  pasier  to  deliver  it  on  the  contracts.  ,    xi_       i.i, 

Ctor  Walker.  Would  not  that  depend  on  whether  there  was 
a  difference  in  the  price  at  which  cotton  should  be  taken  on  the 
ioTirlor  flllowint' them  their  differential  5  ,.    .     x 

Senator  Dul    No;  I  do  not  think  so.     Another  thought  just 

"Xct  wTlker."  had  not  an  opinion  on  that.     I  just  wanted 

'"len/tri'jlrNo:  it  ^ould  depress  the  price,  I  am.  satisfied, 
bevond  all  miction.  My  own  opinion-I  do  not  need  their  opinion, 
but  I  falow  f^m  their  anxiety  to  do  it,  it  is  wrong.  I  would  say 
+u«f  +>.ftt  wmilH  be  sufficient — I  mean  Mew  lorK. 
*%octor  Walker.  But  the  principal  representatives  were  agamst 
southern  warehouse  dehvery.  ,         ,        ,        • 

SeiTator  Dial.  Thev  were  divided  at  these  hearings. 

Doctor  Walker.  Yes;  there  were  some  on  both  sides. 

Senator  Di^l  Yes;  but  I  do  not  have  to  take  my  views  from 
them  Common  sense  wouhl  tell  me,  gentlemen,  that  .you  can 
deW  wheat  cheaper  out  where  it  is  grown  than  you  could  m  Boston 
^rimewhere  else  and  if  the  contract  allowed  you  to  deliver  there 
wheZris  Vromyo^^m^  the  great  quantity  there  you  would  put 
Se  price  doS     &"  Mlirdockfdo  y^u  catc^  what  I  am  driving  at  * 


You  can  take  potatoes,  or  anything  else.  That  would  be  my  view 
about  it.  This  would  be  the  case  unless  you  amend  this  law,  Secause 
the  seller  of  the  contract  would  have  a  right  under  the  present  law 
to  deliver  all  of  that  contract  in  the  South  in  any  one  of  the  ten 
grades  that  he  saw  proper.  Not  having  enough  in  New  York  of 
the  kind  of  the  ten  grades,  they  keep  the  price  a  little  bit  higher, 
but  in  the  South  he  could  go  around  and  hunt  up  the  other  grades 
much  easier  than  he  could  do  in  New  York,  and  therefore  the  price 
then  would  be  down.  You  give  him  so  much  latitude.  If  you  had 
a  fixed  quality,  then  there  would  be  more  force  in  the  argument  that 
it  could  be  delivered  in  the  South. 

I  think  myself  that  a  mill  ought  to  be  allowed  to  buy  its  contract 
of  the  kind  of  cotton  that  it  needs,  and  say  to  the  exchange  member, 
"Give  me  my  cotton,"  and  know  the  grade  that  it  was  going  to  get, 
but  if  you  allow  the  seller  the  right  to  deliver  any  one  of  the  ten 
grades  down  there,  he  will  with  greater  ease  and  with  latitude  and 
with  freedom,  sell  contracts  and  say  ''  I  have  got  a  right,  if  I  can  not 
get  the  quantity  in  one  grade,  I  will  go  out  and  get  it  in  another 
grade;"  and  therefore  you  would  have  a  greater  abundance  of  supply 
all  the  time.  You  give  him  the  whole  production  to  select  from  anil 
that,  to  my  mind,  is  not  the  right  thing  to  do. 

Doctor  Stevens.  Then  your  objection  to  the  southern  warehouse 
delivery  system  is  based  primarily  on  the  fact  that  it  would  put 
down  the  price  only  in  the  event  the  contract  is  not  specific? 

Senator  Dial.  No.  I  think  I  would  be  opposed  to  it  even  if  it 
were  specific,  but  I  am  unalterably  opposed  to  it  now,  with  the 
latitude  in  the  contracts. 

Doctor  Stevens.  But  your  objections  would  be  weakened  if  you 
had  a  contract  for  specific  delivery  ? 

Senator  Dial.  I  admit  there  would  be  more  force  in  the  argument 
then.  I  admit  that,  but  I  won't  tie  my  hands  now,  because  I  am 
going  to  keep  all  the  lassos  off  of  me  I  possibly  can. 

Doctor  Stevens.  I  simply  wanted  to  get  your  opinion  on  it. 

Senator  Dial.  I  do  not  want  anybody  in  the  future  to  say  that 
I  misled  anyone,  because  I  am  fighting  this  thing  here,  and  I  think 
it  is  worthy  the  attention  and  the  time  of  every  man  in  Congress 
until  it  is  corrected.  There  never  was  an  engine  of  confiscation 
greater  than  this  before.  Unfortunately  the  people  in  the  South 
do  not  understand  it — very  few,  indeed.  As  I  said  before,  though, 
there  would  be  some  semblance  of  fairness  in  the  proposition  if  the 
mills  in  the  South  could  sell  their  goods  and  contract  to  buy  cotton, 
and  then  to  have  the  cotton  delivered  down  there  at  the  mills,  if 
they  knew  the  kind  of  cotton  they  were  going  to  get,  that  would 
serve  somewhat  a  useful  purpose.  The  man  who  ought  to  be  looked 
after,  though,  is  the  farmer,  and  before  I  forget  it,  these  hearings 
here  the  other  day  referred  to  this  present  contract  as  a  merchant 
contract.  That  is  not  bothering  me  much.  The  merchant  can  take 
care  of  himself.  The  farmer  is  the  man  we  want  to  take  care  of, 
and  that  is  the  reason  I  am  here  to-day. 

I  am  afraid  that  perhaps  the  tendency  was  to  draw  your  minds 
from  the  producer  and  stop  at  the  contract,  and  I  think  about  the 
contract  itself,  of  and  within  itself,  without  looking  at  the  effect 
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of  the  contract  upon  the  actual  grower  of  the  cotton  or  the 
spot  cotton  itself — the  actual  cotton,  I  mean.  1  mean  the  real 
cotton.  So  that  I  am  here  now  to  extend  that  thought  to  the  third 
party,  who  is  affected  by  the  contract,  or  the  third  implied  party,  or 
the  third  outside  party,  the  quiet  party,  the  party  who  is  really 
affpcted 

Doctor  Watkins.  This  suggestion  that  southern  warehouse  de- 
livery would  mean  a  lower  price  on  the  New  York  futures  I  think  can 
not  be  questioned.  The  price  would  be  lower  on  the  New  York 
futures  on  southern  warehouse  delivery  than  where  delivery  is  re- 
quired in  New  York.  The  reason  for  that,  of  course,  is  that  the  vSouth- 
em  price  is  less  than  the  New  York  price,  and  the  price  on  a  New  York 
contract  on  southern  delivery  would  be  a  southern  price. 

Senator  Dial.  That  is  so. 

Doctor  Watkins.  I  am  wondering  whether  the  price  to  the  pro- 
ducer would  have  the  same  relation  to  this  southern  price  on  the 
New  York  contract  that  it  has  to  the  New  York  price  on  the  New 
York  contract.  I  mean,  if  the  producer  gets  so  much  under  or  above 
the  future  price,  would  that  mean  on  or  off  the  future  price,  the  same 
as  when  the  price  on  the  New  York  contract  indicates  a  southern 

once  ? 

Senator  Dial.  Well,  it  would  not  keep  up  regularly,  perhaps,  but 
the  tendency  would  be  downward  all  the  time.  It  would  be  a  pressure 
on  the  price.  There  is  not  any  question  in  the  world  about  it.  The 
tendency  would  be  downward;  always  downward.     There  is  no  doubt 

about  that.  . 

Now,  if  there  are  no  other  questions,  I  want  to  come  down  now  to 
that  differential.  As  to  the  method  of  getting  a  differential  under 
the  customs  as  you  all  kno.w,  originally,  before  the  law,  if  the  buyer 
and  the  seller  can  not  agree  upon  the  differential,  the  exchange 
appointed  a  committee  to  ascertain  that,  or  to  fix  that,  rather. 
Aat  was  objected  to  and  complained  of,  and  the  present  law  under- 
took to  correct  it,  and  adopted  a  method  of  directing  the  Secretary 
of  Agriculture  to  ascertain  the  difference.  That  is,  if  middling  was 
not  tendered,  and  the  seller,  exercising  his  option  to  deliver  some 
other  grade,  and  the  buyer  and  the  seller  not  being  able  to  agree  upon 
the  differential,  they  now  under  the  law  appeal  to  the  Secretary  of 
Agriculture  and  he  ascertains  the  price  that  the  grade  tendered  is 
bringing  in  ten  spot  markets,  and  that  is  the  price  at  which  the 
settlement  must  be  made.  That  system  has  been  heralded  abroad 
as  a  great  benefit  to  the  farmer,  but  that  is  without  merit.  The 
Secretary  of  Agriculture  does  not  fix  any  price.  He  merely  as- 
certains what  the  price  is  or  what  that  particular  grade  was  bringing. 
You  had  just  as  well  say  let  the  chairman's  stenographer  ascertain 
it  as  the  Secretary  of  Agriculture.  That  was  a  mere  sop  to  the  fanner, 
a  camouflage,  and  no  merit  in  it.  I  do  not  see  any  particular  objec- 
tion to  it,  however,  as  it  would  be  said  that  if  the  purchaser  has  to 
take  any  other  grade  of  cotton  it  will  be  fair  for  him  to  take  it  at 
the  market  price.  That  is  about  as  fair  as  anything  else  imder 
the  law,  but  it  is  not  right,  nor  what  it  should  be.  The  purchaser 
might  be  criticised  for  not  being  willing  to  pajr  the  market  price  for 
the  cotton,  but  if  he  could  not  use  the  particular  grade  ot  cotton 
that  was  tendered  him,  he  could  not  want  it  even  at  the  market 
price.     He  should  be  allowed  to  get  the  kind  that  he  needs.     Every- 


one should  be  willing  to  pay  the  market  price  for  what  he  wants, 
but  he  should  not  be  forced  to  take  something  that  he  can  not  use, 
even  at  the"  market  price.  If  my  idea  should  prevail,  there  would 
be  very  little  room  for  dispute  on  this  particular  point,  because  I 
hope  to  limit  the  number  of  grades  that  are  tenderable,  and  I  think 
perhaps  the  market  price  would  be  at  least  passable. 

Now  we  have  touched  on  the  southern  warehouse  delivery  and  we 
have  touched  on  the  difi'erential. 

The  Chairman.  Are  you  ready  now  for  questions? 

Senator  Dial.  Yes. 

The  C>H AIRMAN.  Any  questions,  Mr.  Murdock? 

Commissioner  Murdock.  No. 

The  Chairman.  Dr.  Walker? 

Doctor  Walker.  No. 

The  Chairman.  Dr.  Stevens  ? 

Doctor  Stevens.  No. 

The  Chairman.  Senator  Nugent? 

Senator  Nugent.  No. 

The  Chairman.  Then  I  guess  we  can  proceed  to  the  next  subject. 

Senator  Dial.  Now,  gentlemen,  I  just  want  to  refresh  your  mem- 
ory a  little.  My  contention  is  that  the  price  of  the  future  contract 
practically  fixes  the  price  of  spot  cotton.  That  being  true,  that  con- 
tract should  be  an  honest  contract,  a  practical  contract,  a  definite 
contract,  a  mutual  contract,  just  like  any  other  contract  in  the  world. 
This  contract  is  revolutionary,  anarchistic,  with  nothing  similar  to 
it  in  the  laws  of  merchandise  or  the  rules  of  common  sense  in  the 
world.  It  starts  off  on  the  wrong  basis,  to  wit,  allowing  the  seller 
of  the  commodity  to  select  the  quality  for  the  purchaser.  I  know 
of  nothing  similar  to  that. 

It  is  wrong,  in  the  next  place,  in  allowing  the  seller  so  great  a 
latitude  from  which  to  select,  to  wat,  ten  grades  of  cotton.  The  con- 
tract is  misleading,  false  representation,  and  deceives  the  whole  pub- 
lic. The  contract  is  on  the  basis  of  middling  cotton,  with  the  right 
of  the  seller  to  deliver  any  one  or  all  of  the  ten  grades,  with  a  ais- 
count  below  and  a  premium  above  middling.  The  impression  that 
this  contract  makes  on  the  public  mind  is  that  it  is  for  middling 
cotton,  and  this  is  a  falsehood.  I  do  not  say  it  viciously,  but  that  is 
the  result  of  the  quotation.  ^ 

Let  me  illustrate.  A  man  has  cotton  in  the  South.  The  buyer 
goes  to  him  and  says,  **I  want  to  buy  your  cotton.  What  will  you 
take  for  it?"  He  says,  ^'I  will  take" — ^for  instance — '^35  cents  — 
meaning  he  will  take  35  cents  for  his  middling  cotton.  The  buyer 
says,  "You  are  out  of  line.  Here  is  a  quotation  just  a  few  minutes 
ago  from  New  York  of  34  cents,  and  you  will  have  to  come  down." 
Tlie  impression  that  is  conveyed  is  that  that  means  34  cents  in  New 
York  for  that  current  month  for  middling  cotton.  Under  that  quo- 
tation the  buyer  does  not  know  which  of  the  ten  grades  of  cotton 
will  be  deUvered  to  him,  and  therefore  he  would  not  pay  as  much  for 
that  contract  as  he  would  for  it  if  it  provided  that  middling  cotton 
should  be  delivered. 

Commissioner  Nugent.  You  are  speaking  now  of  the  purchase  of 
the  cotton  on  the  farm  ? 

Senator  Dial.  The  future  contract.  I  am  showing  the  effect  of  the 
future  contract  on  the  actual  transaction  on  the  farm.     The  reason 
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that  the  price  of  the  actual  cotton  is  not  higher  is  because  hexe  standb 
the  would-be  purchaser,  with  the  New  York  quotation  in  his  hand, 
hence  that  proposed  purchaser  will  say  to  the  owner  of  the  a<5tual 
cotton,  *'You  will  have  to  come  down."  The  owner  of  the  cotton, 
believing  that  quotation  to  be  for  middling  cotton,  would  naturaU^ 
say  ''  I  am  too  high.  I  will  come  down  and  take  less  for  my  cotton. 
By  that  process  the  owners  of  the  actual  cotton  are  induced  to  part 
with  their  cotton  for  less  than  they  would  if  the  quotation  were  a 

definite  quotation.  j  .  n 

Let  me  illustrate.  The  chairman  goes  to  the  grocery  man  and  tells 
him  to  send  up  ten  dozen  eggs  to  his  house  and  asl^  him  the  pnce. 
The  grocery  man  says,  "  Seventy  cents  a  dozen."  The  chamnan  will 
say  to  him,  ^*  You  are  too  high  with  your  eggs.  Here  is  a  quotation 
from  Baltimore  for  67  cents  and  here  is  one  from  Alexantiria  for  65 
cents,"  and  so  on.  The  grocery  man  says,  ''Well,  if  you  can  buy 
your  eggs  at  those  prices,  1  had  better  come  down  with  the  price  of 
my  actual  eggs."  There  is  where  the  farmer  is  induced  to  part  with 
his  cotton,  on  the  strength  of  the  quotation.  .,  •    r  * 

Now,  it  will  be  said  that  a  party  does  not  have  to  buy  this  future 
contract,  and  when  he  does  buy  it  he  knows  that  he  is  at  a  disadvan- 
tage. He  knows  that  the  seller  has  the  option  to  dehvcr  any  one  of 
ten  grades,  and  the  buyer  knows  he  has  no  option  whatever.  1  here- 
fore  he  takes  the  whole  risk  and  gets  his  discount  at  the  time  that 
he  buys  the  contract,  that  he  does  not  pay  as  much  for  the  contract 
as  he  would  if  the  quality  were  specified.  Having  taken  his  chances, 
and  having  gotten  his  discount  at  the  time  he  buys  it,  he  deserves  no 
sympathy.  That  is  true.  I  have  no  complaint  to  make  for  the 
present  between  the  buyer  and  the  seller.  I  will  state,  however,  hrst, 
that  this  is  not  a  fair  contract  even  between  the  buyer  and  the  seller, 
because  it  is  an  impractical  proposition,  unworkable,  unreal,  unusable, 
and  therefore  is  a  depreciated  contract,  as  it  were. 

I  notice  in  the  hearings  that  some  of  you  gentlemen  used  the  word 
in  that  connection  that  the  seller  has  the  edge  on  the  buyer.  1  con- 
fess that  is  a  new  expression  to  me,  but  I  take  it  that  it  means  the 
seller  has  the  advantage  over  the  buyer,  and  that  is  true,  absolutely 

true.     In  that  connection *  ^i.       n 

The  Chairman  (interposing).  You  are  speaking  now  of  the  seUer 

of  the  option?  ^  .  t      ^i.  j     *v.  * 

Senator  Dial.  The  seller  of  the  option;  yes.  In  other  words,  that 
is  a  fool  contract;  it  is  impractical,  it  is  an  unreal  proposition,  it  is 
mythical,  it  is  gambling,  or  whatever  you  want  to  caU  it.  It  is  not 
what  ought  to  be  in  dealing  with  actual  commodities.  There  is  no 
occasion  for  this  system  to  be  put  upon  our  people.  It  is  confasca- 
torv;  it  is  revolutionary;  it  is  absolutely  wrong  in  every  way;  but  1 
will  try  to  be  modest  about  it.  i       ^u      j        * 

Evidently  it  was  in  the  minds  of  the  questioners  the  other  day  at 
this  hearing,  and  conceded,  according  to  the  questions,  to  my  mmd, 
that  the  seller  of  this  contract  had  the  edge  on  the  buyer,  and  there- 
fore it  put  the  price  of  the  contract  down;  and,  of  course,  the  price  of 
the  commodity  under  the  contract  was  lowered.  The  contract  is 
not  what  it  ought  to  be  between  the  buyer  and  the  seller,  but  if  we 
can  separate  the  effects  of  the  future  contracts  from  actual  spot  cotton, 
I  am  not  complaining  very  much;  but  the  harm  is  done  in  that  l^sen- 
ing  the  price  of  that  contract  lessens  the  price  of  spot  cotton.     Jl-ven, 


as  between  the  buyer  and  the  seller  alone,  the  contract  ought  to  be 
corrected.  It  ought  not  to  be  allowed  to  be  dealt  in  under  any  such 
latitude  as  that.  If  any  one  else  were  interested  but  the  buyer  and 
the  seller,  we  ought  not  to  allow  a  hocus  pocus  arrangement  of  that 
sort  to  go  out  into  the  world  and  control  trade  and  affect  business. 

But,  Mr.  Chairman,  I  am  not  here  so  much  to  try  to  protect  the 
buyer  and  the  seller.  I  am  here  now  to  complain  of  the  effect  of  the 
quotation  of  the  future  contract  on  the  price  of  spot  cotton.  It  will 
be  said,  "What  has  the  grower  got  to  do  with  the  exchange?  Let 
the  grower  attend  to  his  own  business."  I  agree  with  that,  the  ^ower 
does  not  want  to  have  anything  to  do  with  the  exchange,  but  inevit- 
ably he  can  not  help  it.  The  quotation  of  every  contract  affects  his 
spot  cotton.  If  you  could  hide  the  buyer  and  the  seller  of  contracts, 
and  their  quotations,  just  let  them  trade  as  much  as  they  pleased, 
but  you  can  not  do  it.  That  quotation  goes  out  to  the  public,  and 
it  fixes  the  price  of  spot  cotton. 

Let  me  illustrate.  I  come  to  you  and  say,  ''  I  hear  you  are  selling 
wheat  on  the  exchange."  You  say,  "  Yes."  I  say,  ''  I  want  to  make 
a  contract  with  you  for  a  thousand  bushels.  Here  is  my  check. 
What  is  your  price?"  You  say,  ''Seventy-five  cents  a  bushel."  I 
say  to  you,  "  1  think  that  is  very  cheap.  I  thought  it  was  about  a 
dollar  a  bushel."  You  say  to  me,  "I  want  to  explain  to  you  that  my 
wheat  is  one-fourth  damaged,"  or  "I  am  selling  three  pecks  to  the 
bushel."  I  say,  "I  did  not  know  that,  but  I  thought  there  was  some- 
thing wrong  because  the  price  is  so  low." 

Here  is  your  contract  for  cotton,  supposed  to  be  middling,  but  not 
middling.  It  is  for  an  indefinite  quality,  within  the  ten  grades.  I 
say  to  you,  "Let  our  wheat  proposition  stand;  you  and  I  understand 
each  other;  I  will  take  my  chances  on  your  damaged  wheat,  on  your 
three-peck-bushel  wheat."  I  deserve  no  sympathy,  because  I 
know  what  I  am  doing.  I  do  that  wfth  my  eyes  open.  But  what  I 
am  complaining  about  is  that  when  the  quotation  goes  out  in  the 
afternoon  paper  at  75  cents  a  bushel  for  wheat,  without  all  the  facts 
being  made  Known,  and  that  fixes  the  price  of  the  farmer's  wheat,  who 
had  nothing  to  do  with  this  transaction,  and  knew  nothing  about  it, 
that  is  what  I  am  complaining  about,  the  effect  of  the  unjust  quotation 
of  this  spurious  article,  this  depreciated  article,  fixing  the  price  of  the 
farmer's  actual  commodity. 

That  quotation  goes  out  at  75  cents  a  bushel  for  wheat,  and  that 
fixes  the  price  of  the  farmer's  good,  sound  four-peck  bushel. 

Now,  gentlemen,  that  is  about  as  concisely  as  I  can  put  it,  the  effect 
of  this  quotation.  Don't  you  see?  What  did  that  farmer  man  have 
to  do  with  it?  Nothing  in  the  world,  but  you  can  not  separate  it. 
I  do  not  believe  in  one  man  bothering  with  other  people's  business. 
Let  him  attend  to  his  own  business,  but  don't  have  a  system  like 
that,  which  absolutely  fixes  the  price  of  his  commodity. 

This  proposition  is  a  compound  proposition.  You  are  talking  of 
two  things  which  ought  to  be  just  as  separate  as  heaven  and  hell, 
as  it  were,  or  the  earth  from  the  water,  but  they  are  not.  You  mix 
them,  and  I  want  to  get  us  separated  from  them  if  you  can.  I  hope 
you  gentlemen  will  excuse  me  for  trying  to  impress  upon  you  that 

f)oint.     I  have  no  particular  ill  wiU  toward  the  exchanges,  but  just 
et  them  have  a  little  circle  of  their  own  and  buy  and  sell  any  way 
they  please.     In  other  words,  I  have  no  objection  if  you  want  to  sell 
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ribbon  thirty  inches  to  the  yard,  if  the  buyer  understands  it;  he  pro- 
tects hunself  in  paying  less  for  it;  but  I  do  not  want  thirty  mch^  a 
yard  to  fix  the  price  of  my  ribbon  if  I  have  ribbon  to  sell,  bo  that 
is  where  the  point  comes  in.  It  is  misleading;  it  is  unreal;  it  is  un- 
practical; it  is  misrepresentation;  it- is  a  fraud.  J       •        J 

Furthermore,  gentlemen,  we  are  taught  that  overproduction  de- 
creases the  price  of  a  commodity.  It  does  not  take  anv  very  smart 
man  to  see  that.  Your  blackberries  or  your  eggs  on  the  street  will 
demonstrate  that.     That  being  true,  then,  does  not  oversellmg  have 

the  same  effect  ?  ,  «  i         i.        i  o  f\f\f\  nnn, 

In  1920  we  produced  in  the  United  States  less  than  13,000,000 
bales  of  cotton.  On  the  New  York  and  New  Orleans  exchanges 
alone  that  year  they  sold  over  128,000,000  bales  of  cotton.  Of  course, 
a  good  deal  of  it  was  duplicate  contracts;  but  they  sold  many  tunes 
more  cotton  than  was  in  existence  or  than  could  be  in  existence  for 

several  years.  .    ,. ,    ,       .       a 

Commissioner  Van  Fleet.  How  much  did  they  buy! 
Senator  Dial.  Actually  delivered  I 
Commissioner  Van  Fleet.  No. 

Senator  Dial.  Of  course,  they  bought  what  was  sold,  because 
there  could  not  be  a  seller  unless  there  is  a  buyer.  I  would  not  admit 
that  if  I  could  help  it,  but  honesty  makes  me  admit  it;  but  he  is  not 
a  buyer  at  value  when  he  does  not  know  what  he  is  going  to  get.  He 
merely  buys  because  he  thinks  it  is  dirt  cheap  and  can  not  go  any 
lower.  That  is  the  reason  he  buys.  But  they  delivered  that  year 
less  than  350,000  bales  of  cotton,  showing  you  how  impractical  the 
contracts  were.  The  idea  of  128,000,000  bales  bemg  sold  shows  you 
nobody  could  rely  upon  the  contracts,  because  they  did  not  deliver 
but  350,000  bales  of  cotton,  not  enough  to  plug  your  tooth,  compared 
to  what  was  sold,  and  if  those  contracts  had  been  practical  contracts 
they  would  have  demanded  delivery  of  the  cotton. 

To  go  back  to  overselling,  here  is  where  another  wrong  conies  m. 
Let  us  suppose  now  that  all  the  mills  in  the  world  contracted  for  all 
the  cotton  they  needed  for  twelve  months,  or  had  bought  the  cotton 
they  needed  for  twelve  months.  Let  us  suppose  that  all  the  people 
in  the  world  had  bought  all  the  shoes  they  needed  for  twelve  month^ 
Now  suppose  they  continued  to  auction  off  cotton  or  auction  off 
shoes  every  day,  as  they  sell  cotton  on  the  exchanges  now,  just  as 
effectively  as  if  you  sold  it  in  every  courthouse  town  m  the  South, 
so  far  as  the  price  is  concerned.  If  you  keep  on  auctioning  off  cotton 
or  auctioning  off  shoes,  would  not  the  price  of  cotton  or  shoes  go  down, 
assmuing  that  everybody  had  already  bought  all  that  they  wanted 
for  twelve  months?  Would  not  the  price  of  the  shoes  and  the  price 
of  the  cotton  that  we  had  on  hand  come  down? 

There  ought  to  be  some  stop  to  selling.  They  ought  not  to  be 
allowed  to  sell  something  they  have  not  got,  something  that  is  not 
in  existence,  and  something  that  will  not  be  in  existence,  and  thereby 
depress  the  price  of  the  actual  commodity  which  we  have.  The  same 
principle  applies  as  if  we  could  grow  that  much  more  for  the  time 
being-  the  effect  would  be  the  same  on  the  price,  and  you  know  that 
is  impractical,  umeal,  visionary,  and  wrong.  You  can  not  stimulate 
the  consumption  of  cotton  to  any  very  great  degree,  because  there  are 
only  about  so  many  spindles  in  the  world,  so  much  labor  and  so 
much  organization,   and  so  and  so.     But  the  supply  runs  away, 
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because  there  is  no  stop  to  what  they  can  sell,  no  limit  whatever. 
You  go  to  New  York  and  want  to  buy  a  thousand  bales  of  cotton, 
and  you  ask  "Have  you  got  it?"  He  will  say  **No;  but  wait  just  a 
minute  and  I  will  have  it/'  They  put  up  a  hundred  thousand  bales 
and  the  price  goes  tumbling.  I  have  no  amendment  directly  on  that 
point,  but  that  ought  to  be  stopped  in  some  way  or  another.     My 

Eroposed  amendment  would  help  curb  that  practice  a  good  deal, 
ecause  a  man  now  will  sell  witn  much  greater  ease,  knowing  that 
he  has  a  right  to  deliver  any  one  of  the  ten  grades  under  his  con- 
tract. If  he  knew  that  he  would  be  called  upon  to  deliver  a  specific 
grade,  he  would  be  very  careful  as  to  the  price  that  he  would  fix. 
He  would  ask  a  higher  price,  and  therefore  that  would  bring  up  the 
price  of  all  the  crop. 

You  would  come  to  me  and  say,  '*I  want  to  buy  ten  thousand  bales 
of  middling  coUon,  or  strict  middling,  or  low  middling.  What  will 
you  sell  it  to  me  for?"  I  would  ask  you  a  higher  price  than  I  would 
under  the  present  contract,  because  I  would  know  I  might  have 
trouble  in  selecting  that  amoimt  of  that  particular  grade  of  cotton. 
If  I  knew  that,  then  I  would  not  sell  so  many  contracts,  and  that  would 
help  get  around  that  evil  to  some  extent. 

Whether  the  law  ought  to  be  amended  to  say  that  they  should 
not  sell  more  cotton  than  it  was  estimated  would  be  grown  that  year 
or  not,  I  do  not  know.  I  am  perfectly  frank  to  say  to  you  that  1  do 
not  know  what  the  remedy  ought  to  be  to  stop  that  unlimited 
selling. 

Commissioner  Murdock.  I  want  to  ask  you  a  question,  but  to 
make  it  intelligent  I  have  got  to  lay  a  premise  here,  and  that  makes 
it  long  and  difficult.  I  would  like  to  start  by  saying  that  I  think 
you  are  right  when  you  say  this  is  a  compound  question.  I  would 
like  to  add  to  that  that  there  are  four  parties  involved  in  this  prob- 
lem, a  buyer  and  seller  of  spot  cotton,  and  a  buyer  and  seller  of  con- 
tract cotton;  and  that  the  problem  of  each  of  those  two  groups  is 
different. 

Senator  Dial.  That  is  true. 

Commissioner  Murdock.  If  I  get  this  question  right  in  my  mind, 
I  have  to  lay  «dl  of  these  foundations.  Any  sale  tends  to  depress  a 
market.  Any  purchase  tends  to  bull  a  market.  A  purchase  at  one 
minute  may  be  a  sale  at  the  next,  so  that  this  puts  us  in  an  inter- 
changeable position  constantly. 

Now,  you  say  that  if  a  man  down  South  by  the  name  of  Jones 
approaches  a  man  by  the  name  of  Smith,  who  has  cotton  to  sell,  and 
buys  Smith's  cotton,  he  buys  on  the  basis  of  middling,  and  for  a  price, 
money  to  be  deUvered,  cotton  to  be  dehvered;  that  in  the  approach 
of  Smith  to  Jones  to  purchase  the  cotton,  one  of  the  guides  which  is 
used  in  this  transaction  is  the  quotation  of  a  future  price  from  the 
New  York  Cotton  Exchange,  which  in  turn  is  based  on  middling 
cotton.     Am  I  correct  so  far? 

Senator  Dial.  It  is  correct  to  say  that  they  use  middling  as  a  basis 
with  sliding  option  to  the  seller. 

Commissioner  Murdock.  All  right.  Now,  there  is  a  transaction 
in  which  there  is  an  actual  purchase  and  sale  of  real  cotton.  The 
future  contract  is  a  little  bit  different  from  that,  and  you  have  got  to 
keep  your  mind  away  from  your  actual  cotton  transaction  if  you  are 
going  to  think  clearly  about  the  future  transaction.     A  man  in  New 
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York,  Jones,  contracts  with  Smith  to  purchase  cotton  for  future 
delivery.  What  he  really  does  is  to  enter  into  a  contract  for  the 
receipt  of  and  for  the  payment  for  cotton  at  a  future  date.  When  the 
actual  date  of  delivery  arrives,  it  is  found  to  be  not  a  day  but  a  month 
in  which  it  can  make  delivery,  and  the  cotton  to  be  delivered  is  found 
to  be  under  the  law  and  perfectly  legal,  not  one  grade  of  cotton,  but 
ten  grades  of  cotton,  any  one  of  ten  grades. 

Senator  Dial.  All  ten;  yes. 

Commissioner  Murdoch.  He  has  a  choice  from  all  ten.  However, 
the  basis  of  the  sale  remains  middling,  and  when  he  delivers  a  grade 
which  is  less  than  middling  in  quality,  then  the  difference  is  made  up 
to  the  purchaser  by  a  cash  payment,  determined  by  a  disinterested 
factor,  namely,  the  going  pnce  in  ten  markets,  as  determined  by  the 
Secretary  of  Agriculture. 

I  put  before  your  mind  two  absolutely  different  tmnsactions,  one 
the  actual  sale  of  spot  cotton  between  two  parties;  another  one,  up 
in  New  York,  a  contract  to  deliver  cotton,  the  final  delivery,  and  the 
settlement  of  the  contract  by  a  cash  payment  making  up  the  differ- 
ence between  a  lesser  grade  of  cotton  than  the  middling  and  the  deliv- 
ered cotton. 

Now,  this  is  my  question:  Anybody  could  look  at  that  thing  as  I 
have  outlined  it  would  see  at  once  that  it  is  extremely  complicated. 
What  do  you  say  to  the  proposition  that  the  seller  of  the  future  con- 
tract in  New  York  must  of  necessity  become  a  buyer  of  spot  cotton 
for  delivery?     What  have  you  got  to  say  to  that  proposition? 

Senator  Dial.  He  is  not  a  buyer  of  cotton,  because  he  does  not 
deliver.     He  does  not  deliver  according 

Commissioner  Murdock  (interposing) .  But  wait.  I  am  taking  a 
case  where  he  has  actually  delivered  cotton  and  paid  the  difference. 

Senator  Dial.  He  does  become  a  buyer;  that  is  true. 

Commissioner  Murdock.  Now,  don't  get  any  further  now,  because 
I  am  getting  down  to  the  real  question  which  is  in  my  mind.  I  am 
not  asking  for  any  purpose  except  to  get  my  own  mind  to  work  on 
this  problem.  If  then  that  seller  of  a  thousand-bale  contract,  who 
actually  makes  deUvery,  has  become  a  buyer  of  spot  cotton,  whom 
does  he  buy  of?  He  must  buy  eventually,  at  some  stage  of  this  game, 
of  the  man  who  produced  the  cotton? 

Senator  Dial.  Exactly. 

Commissioner  Murdock.  What,  then,  is  that  producer  of  cotton? 
He  is  a  seller  of  cotton.  He  has  produced  it  and  he  sells  it.  Now,  I 
am  thinking  wholly  at  this  minute  of  the  man  down  South  who  has 
gone  through  the  enormous  job,  and  usually  an  unremunerative  job, 
of  raising  the  cotton.  He  is  now,  under  the  transaction  I  have  placed 
before  your  mind,  the  seller  of  cotton.  Here  is  the  question :  If  there 
does  exist  in  the  futures  contract  the  edge  or  advantage  to  the  seller, 
is  not  that  advantage  reflected  back  down  through  the  seller  of  a 
futures  contract,  who  has  become  a  buyer — is  not  that  advantage 
reflected  down  to  the  actual  seller  of  actual  cotton? 

Senator  Dial.  The  farmer? 

Commissioner  Murdock.  Now,  wait.  Is  not  that  to  the  advan- 
tage of  the  farmer?     That  is  my  question. 

Senator  Dial.  No. 

Commissioner  Murdock.  Are  you  sure? 
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Senator  Dljl.  Yes;  lam  sure.     I  have  a  memorandum  here  on 

11  P^'^i*  ^^  ^^^^  y^^  mentioned  it.  In  the  first  place,  the 
seUer  of  the  contract  is  merely  a  fraction  of  a  buyer,  you  might  call 
hun,  because— take  the  figures  of  1920:  They  sold  128,000,000  bales, 
and  they  bought  less  than  350,000  bales.  There  is  where  your  man 
would  come  in. 

Conunissioner  Nugent.  You  mean  for  delivery? 

Senator  DLiL.  For  delivery;  exactly.  That  is  the  point,  Senator 
Nugent.  So  it  is  infinitesimal,  his  buying  was  so  remote,  it  would 
not  be  a  drop  m  the  Atlantic  Ocean,  practically.  They  buy  so  little 
out  of  the  quantity  that  they  sell.  As  to  the  farmer  getting  the 
b^efit,  when  he  sells,  I  have  a  memorandum  here  on  that  point. 
When  you  say  the  farmer  would  have  to  pay  the  price  that  was  paid 
on  the  farm  for  that  specific  actual  cotton,  you  say,  wouldn't  that  be 
fair?  My  argument  is  that  this  contract,  so  much  selling  on  this 
contract,  puts  the  price  down,  and  the  price  will  always  come  down 
for  that  reason.  You  say,  "Well,  isn't  it  right  and  fair  to  go  out 
A  ^?}'  ^^^  P^^^®  ^^^^  *'^®  farmer  actually  got  for  his  cotton  on  that 
date?"  My  contention  is  that,  by  reason  of  that  contract,  the 
farmer's  price  is  lower  than  it  would  have  been  had  it  not  been  for 
this  future  contract  on  top  of  it.  This  very  contract  which  vour 
illustration  gives  of  this  man  selling  at  New  York  helped  to  put  the 
price  down,  because  of  the  indefimteness  of  the  contract,  and  that 
very  transaction  affected  the  price  on  the  farm.  It  puts  the  farmer's 
cotton  down  to  the  price  that  this  purchaser  pays  for  it. 

The  seller  of  the  contract  keeps  on  selling  and  runs  the  price  down 
and  then  buys  in  the  contracts  and  makes  the  difference.  If  they 
want  actual  cotton  they  sell  great  quantities  of  contracts  and  run 
the  price  of  spot  cotton  down  and  then  purchase  the  spot. 

Now,  you  say,  "Doesn't  the  price  on  the  farm  go  up?"  Yes,  it 
goes  up,  but  it  never  goes  as  high  as  it  would  go  if  it  were  not  for  this 
unjust  contract,  this  unjust  proposition,  on  top  of  it.  So  my  com- 
plaint is  that  these  sales  always  reflect  against  the  value  of  the  crop 
on  the  farm,  and  vou  keep  on  selling;  no  matter  how  much  you  sell, 
if  it  is  between  the  buyer  and  the  seller  of  the  contracts,  nobody 
would  be  hurt  but  they  alone;  but  when  it  comes  out  it  puts  the 

Erice  down  on  the  farm,  because  the  price  of  the  farmer's  contract 
en  is  measured  by  the  price  of  this  futures  contract. 

What  did  cotton  do  yesterday?  By  this  morning's  paper  cotton 
yesterday  went  down  from  34.63  to  33.85. 

The  CSiAiRMAN.  That  is  futures  ? 

Senator  Dial.  That  is  futures,  yes. 

The  Chairman.  What  was  spot  yesterday? 

Senator  Dial.  This  does  not  say  what  spot  was,  but  possibly  75 
points  down.  Day  before  yesterday,  I  think  it  was,  about  85  points 
up.  This  shows  you  here,  if  you  will  read  this  statement  of  New 
York  cotton  to-day — take  May  future  contract  cotton ;  it  went  from 
35.20  down  to  34.40;  that  is,  80  points  down.  If  it  were  not  for  this 
wild  speculation,  it  would  not  fluctuate  in  any  such  fashion  as  that. 

Now,  gentlemen,  as  I  have  told  you  all  before,  I  do  not  admit 
that  it  is  necessary  to  have  exchanges  to  sell  cotton.  You  have  none 
for  wool,  iron,  steel,  coal,  tobacco,  and  many  other  commodities, 
but  if  you  are  going  to  have  one,  you  ought  to  have  the  law  applvdng 
to  that  as  it  applies  to  all  other  contracts  in  the  United  States.     You 
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ought  not  to  make  an  exception  whereby  the  price  of  cotton  can  be 
juggled,  and  the  product  of  the  toil  of  the  people  taken  away  from 
them  in  any  such  fashion. 

Now,  I  suggested  some  time  ago  that  I  believed  perhaps  the  South 
lost  a  million  dollars  a  day  by  reason  of  this  proposition.  I  reaUze, 
gentlemen,  that  that  is  very  extreme  talk.  That  sounds  wild,  that 
sounds  nonsensical,  that  sounds  almost  radical;  but  I  am  in  hopes 
that  I  do  not  make  that  kind  of  statements.  Now,  let  me  show  you. 
One  cent  a  pound  on  the  average  crop  of  cotton  we  used  to  raise  is 
$65,000,000.  Five  cents  a  pound  is  a  million  dollars  a  day  practi- 
cally. , 

I  have  the  fluctuations  of  cotton  for  twenty  years,  anywhere 
from  one  to  thirty  cents  a  pound;  often  five  cents  abound  and  seven 
cents  a  pound  and  ten  cents  a  pound:  and  so  on.  Of  course  no  man 
can  calculate  definitely  what  that  loss  may  be,  but  my  contention  is 
that  the  price  never  goes  as  high  as  it  would  go  if  it  were  not  for  the 
unjust,  one-sided  future  contract  on  top  of  the  price. 

Furthermore,  the  injury  would  be  not  only  that  the  croo  sells  for 
less,  how  much  less  you  can  do  your  own  figuring,  but  sells  at  less 
than  it  would  sell  for,  but  when  these  wild  fluctuations  come  along, 
mills  tie  up  their  ffoods,  pay  storage,  interest,  and  occasionally  shut 
down,  they  turn  off  the  labor,  and  laboi  suffers.  All  of  the  big  users  of 
goods,  in  fact  everybody  that  wants  to  buy  a  table  cloth  or  a  sheet, 
withdraws  from  the  market.  Trade  is  disorganized,  demoralized; 
the  tenants  down  South  desert  the  farms,  and  the  landlord  loses  the 
rent;  merchants  and  banks  lose  money  on  the  people  who  ouit  the 
farms;  and  a  great  wrong  is  that  you  destroy  the  courage  and  the  hope 
of  a  very  large  population  of  the  country  by  reason  of  this  wide  and 
wild  fluctuation.  You  can  not  calculate  in  business  what  harm  is  done 
by  these  fluctuations.  1 1  i    • 

Can  you  gentlemen  tell  me  any  reason  why  cotton  should  brmg 
$10  a  bale  less  at  three  o'clock  in  the  afternoon  than  it  did  at  ten 
o'clock  in  the  morning?  Can  you  tell  me  any  reason  why  it  should 
bring  21i  cents  a  pound  in  one  month  and  three  months  later  bring 
35  cents  a  pound?     How  can  you  calculate  that?  .    j.    j     i 

Suppose,  Mr.  Chairman,  that  the  stock  in  trade  of  any  mdividual 
in  the  United  States  were  to  fluctuate  50  per  cent  in  ninety  days, 
where  would  he  be?  Suppose  that  merchandise  were  to  fluctuate 
in  that  way,  or  your  bank  stock,  or  anything  else  which  you  had 
would  fluctuate  m  that  way,  how  could  you  ever  hope  to  fix  any 
stabilization  in  trade?  It  is  enoug:h  to  destroy  the  hope  of  a  large 
number  of  the  producers  of  cotton  in  the  country.  Our  interest  has 
been  slashed  around  with  this  kind  of  foolish,  wild,  unreasonable, 
nonsensical  fluctuation,  until  we  can  not  stand  it  any  longer. 

Now,  about  the  farms,  I  have  white  folks  and  darkies  workmg 
for  me.  They  plant  cotton.  Do  they  know  within  any  reasonable 
limit  what  they  are  going  to  get  for  that  cotton?  Not  a  bit  more 
thaix  a  jaybird.  I  furnish  them  land  and  money  to  raise  their  crops. 
Can  I  tell  ?  I  can  not  tell  within  fifty  per  cent.  The  bank  lends  me 
money,  and  can  they  tell?  By  no  means.  It  depends  upon  the 
psychological  feeling  of  a  few  speculators. 

They  will  argue  to  you  with  a  great  deal  of  force  and  cheek  and 
brass  that  the  exchange  is  not  intended  as  a  spot  market.  I  know 
that      What  is  it  intended  for,  then?     Why  do  you  let  it  affect  us 
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people  who  grow  this  stuff?  Aren't  they  entitled  to  first  considera- 
tion <  1  know  It  IS  mtended  to  hedge.  We  do  not  object  to  the 
hedging,  but  we  first  want  to  take  care  of  the  people  who  create 
sometinng.  1  have  no  grouch  against  the  exporters  or  the  people 
who  manufacture.  I  am  opposing  Congress.  I  am  trying  to  get 
help  from  you  gentlemen  to  bring  to  bear  on  Congress.  They  are  so 
busy  they  won^t  stop  to  study  the  proposition. 

1  will  show  you  what  the  hedging  proposition  is,  briefly.  Here  is 
the  Idea  of  hedgmg.  A  mill  gets  an  order  for  all  of  the  goods  it  can 
make  for  three  months.  Assuming  it  is  running  a  thousand  bales  a 
month.  It  IS  offered  a  contract  to  sell  its  goods,  and  it  has  not  the 
cotton,  and  it  might  have  to  pay  a  higher  price.  Therefore  it  will 
not  contract  to  soli  its  goods  ahead,  but  it  will  do  this:  It  will  contract 
to  Kelt  Its  goods  oy  d  eo  mstanter,  or  the  quantity  of  contracts  of  cotton 

I  rfi  o  '  ^'^^^^  •'^^^^*'  ^^y  *^^^^  thousand  hales  for  the  next  three 
months.[  ?]  Say  it  has  sold  its  goods  on  the  basis  of  thirty-cent  cotton; 
It  buys  Its  contracts  at  thirty  cents.  It  is  immaterial  to  the  mill 
whether  the  cotton  goes  up  or  down.  What  we  would  like  to  see 
IS  an  honest  contract,  a  definite  contract,  so  the  mill  could  sit  down 
and  say  to  the  man  who  sold  this  contract,  to  deliver  me  my  cotton 
but  not  knowing  the  grade  of  cotton  which  it  would  get  under  the 
contract,  knowing  the  seller  has  those  ten  sliding  options  as  to  the 
grade  to  be  delivered,  the  mill  can  not  afford  to  wait  and  demand 
delivery;  no  miU  can  use  ten  grades  of  cotton,  but  it  has  to  have  kin- 
(  red  cotton ;  it  is  not  necessary  to  have  it  all  in  one  grade,  but  kin- 
dred cotton;  therefore  it  can  not  rely  upon  the  seller  delivering  the 
kind  of  cotton  which  it  can  use.  Hence,  they  use  this  hedging  prop- 
osition, and  the  way  they  work  it  is:  The  contract  being  of  no  actual 
kind  to  them,  as  a  practical  thing,  they  will  send  to  a  buyer  on  the 
raiarket,  when  they  get  ready  for  this  cotton,  and  say,  ''Buy  me  a 
thousand  bales  of  cotton.  Every  time  you  buy  a  hundred  bales 
wire  my  broker  in  New  York  to  close  out  one  contract." 

Now  suppose  the  buyer  picks  up  a  thousand  bales  of  cotton  at  29 
cents;  he  closes  out  the  contract  for  that  amount.  Therefore  the 
miill  has  bought  its  cotton  $500.00  a  hundred  bales  cheaper  than  it 
thought  It  could.  It  is  that  much  better  off.  But  it  has  lost  an 
equal  amount  on  this  contract,  but  it  has  insured  itself  and  it  is  even 

Now,  wait  another  month.  They  say,  ''Go  out,  Mr.  Buver  and 
perform  the  same  operation."  Cotton  has  gone  to  31  cents  abound 
The  mill  has  lost  $500  on  each  hundred  bales  of  cotton  then,  but  it 
has  made  that  up  on  each  contract,  and  therefore  it  is  even.  '  Hence 
it  is  immaterial  to  the  mill  whether  cotton  goes  up  or  goes  down  I 
am  not  complaining  about  the  mills  doing  that.  Perhaps  it  is 
proper  that  they  should  do  it,  but  there  might  be  some  insurance 
company  whereby  they  could  get  insurance.  The  question  I  am 
complaining  about  is,  who  insures  for  the  poor  fellow  taking  it  out 
of  the  ground  ?  I  am  not  in  sympathy  with  the  practice  of  the  mills 
in  concentrating  their  orders  with  large  dealers.  Thev  buy  for  future 
delivery  so  many  points  on  or  off  future  months.  That  enables  the 
large  dealers  to  use  the  aggregate  of  orders  to  change  the  price  of  the 
future  contracts,  and  thereby  the  price  of  spot  cotton  flops  up  or  down 
at  their  pleasure.  If  you  had  a  contract  whereby  they  could  buy 
cotton  for  future  delivery,  knowing  what  they  were  contracting  for 
and  what  they  could  get,  the  price  would  stay  stable. 
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Commissioner  Murdock.  Finally,  if  the  hedging  process  as  you 
r^ard  it  is  a  perfectly  workable,  legal  scheme  for  the  mill  to  employ 
as  an  insurance,  what  are  the  real  reasons  that  the  farmer  does  not 
employ  it? 

Senator  Dial.  I  thank  you  for  asking  that  question.  It  has  been 
argued  that  the  object  of  the  ten  tenderable  grades  was  to  enable  the 
farmer  to  contract  to  sell  his  cotton  before  ne  harvested  it,  or  even 
before  he  planted  it,  and  then  gather  his  cotton  and  take  it  and  say, 
''Here  it  is,  on  my  contract."  That  is  wholly  mockery.  I  do  not 
think  any  greater  nonsense  was  ever  talked  about  than  that  proposi- 
tion. Not  one  farmer  in  a  hundred  raises  a  hundred  bales  of  cotton. 
A  large  number  have  to  borrow  money  to  plant  their  cotton.  The 
average,  I  beUeve,  is  a  two-horse  farm.  A  great  many  of  them  have 
only  a  one-horse  farm.  I  have  got  negroes  tliis  year  that  do  not  raise 
but  two  bales  of  cotton  to  the  plow.  How  in  the  name  of  common 
sense  can  they  borrow  any  money  to  sell  a  contract?  Not  one  in  a 
thousand  ever  sells  contracts. 

Commissioner  Murdock.  What  is  the  unit  of  the  contract? 

Senator  Dial.  A  hundred  bales.  Not  one  in  a  million  ever  de- 
livers cotton  on  a  contract.  I  never  heard  of  but  one  who  tried  to  do 
it.  He  sold  two  hundred  bales  and  cotton  went  down,  and  he  had 
the  cotton  and  was  ready  to  dehver  on  the  contract.  His  broker 
said,  ''Don't  send  your  cotton  here;  sell  your  cotton  to  the  cotton 
mills  or  to  the  exporter,  and  close  out  your  contract '';  which,  of 
course,  he  did.  That  is  just  as  impractical  a  proposition  as  ever  was 
dreamed  of.  The  farmer  has  to  borrow  money  to  make  his  crop  on. 
Where  would  he  ever  make  any  monev  to  put  up  a  margin  to  sell  a 
contract?  If  he  were  to  put  it  up,  like  I  say,  his  margm  would  be 
gone.  Then,  do  people  want  to  make  farmers  speculators?  That 
thing  to-day  has  put  the  South  in  poverty,  buying  and  selling  con- 
tracts.   It  has  absolutely  confiscated  the  property  of  many. 

Commissioner  Murdoch.  Then  you  think  really  that  the  unit  of 
contract  delivery,  which  is  a  hundred  bales,  even  if  it  was 

Senator  Dial  (interposing) .  Even  if  it  were  ten  bales. 

Commissioner  Murdock  (continuing).  You  think  it  would  be  a 
harmful  thing  to  the  Nation  if  all  proaucers  hedged? 

Senator  Dial.  Absolutely. 

Commissioner  Murdock.  Because  you  figure  that  the  hedger  is  a 
speculator  ? 

Senator  Dial.  Except  in  the  case  of  parties  who  use  cotton.  In 
the  case  of  the  mill  I  think  there  is  excuse  to  hedge,  the  actual  con- 
simier  of  the  cotton,  but  that  does  not  apply  to  a  man  who  just 
wants  to  buy  cotton  as  a  speculation. 

The  Chairman.  Doctor  Walker? 

Doctor  Walker.  I  want  to  ask  this  question:  The  cotton  on 
contract  being  lower,  on  account  of  the  number  of  grades  that  may 
be  delivered,  and  not  knowing  in  advance  what  actually  will  be 
deUvered,  that  makes,  as  I  understand  it,  the  trader  put  a  lower 

value  on  it? 

Senator  Dial.  A  lower  value  on  the  contract. 

Doctor  Walker.  Than  if  he  knew  what  he  was  going  to  get? 

Senator  Dial.  That  is  right. 

Doctor  Walker.  He  does  that  because  both  of  those  parties 
know  just  what  they  are  to  get? 
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Senator  Dial.  Both  parties  knew  just  what  they  were  going  to  get. 

Doctor  Walker.  They  are  able  to  size  up  the  condition? 

Senator  Dial.  I  have  no  sympathy  for  them. 

Doctor  WAL....II.  You  are  not  talking  about  that? 

Senator  Dial.  No. 

Doctor  Walker.  And  the  price  is  lower  for  the  middling  con- 
tract, because  each,  knowing  what  it  is  worth,  will  fix  his  price 
accordmgly,  and  it  will  be  less  than  middling? 

Senator  Dial.  Exactly. 

Doctor  Walker.  And  then  you  contrasted  that  with  the  man  who 
goes  to  the  producer  in  the  country  and  buys  cotton  and  says,  ''  Here 
you  are  too  high."  «    ' 

Senator  Dial.  Yes. 

Doctor  Walker.  And  the  man  looks  at  the  quotation  and  says 
'Yes;  I  am  too  high" ;  and  he  gives  it  to  him  at  a  lower  price.    Does 
that  man,  who,  I  take  it,  is  a  cotton  buyer  or  merchant — is  he  f  amihar 
with  the  cotton  ? 

Senator  Dial.  Yes. 

Doctor  Walker.  What  does  he  get  out  of  it?  Does  he  make  an 
extra  amount  of  money  over  that  which  he  pays? 

Senator  Dial.  Well,  that  man  is  numerous.  He  might  be  the 
buyer  for  a  cotton  mill. 

Doctor  Walker.  But  does  he  seD  it  again  to  the  mill?  Supposing 
he  is  a  merchant,  does  he  sell  again  to  a  cotton  mill  and  get  that 
surplus  that  the  producer  did  not  know  enough  to  get  ? 

Senator  Dial.  Well,  I  do  not  know  that  he  does.  The  purchaser 
from  the  actual  grower  perhaos  is  the  direct  agent  of  the  mill. 

Doctor  Walker.  Suppose  he  is  not.  Suppose  he  represents  one 
of  the  big  houses. 

Senator  Dial.  Then  he  gets  all  he  can  out  of  it. 

Doctor  Walker.  Then  he  gets  more  ? 

Senator  Dial.  He  gets  more.     He  gets  all  he  can. 

Doctor  Walker.  He  gets  more,  and  we  will  suppose  he  is  a  repre- 
sentative of  some  big  house,  or  anybody  in  the  trade.  He  gets  more 
for  it,  because  the  producer  is  ignorant  of  this  compUcated  business, 
but  he  is  skillful,  and  he  gets  more,  and  he  can  turn  around  and  sell 
it  to  the  mill  or  to  an  exporting  house.  If  he  gets  more,  are  they  to 
get  more?  Are  they  all  in  agreement  and  understanding  with  each 
other  to  get  more,  or  are  they  competing  to  get  for  what  they  can 
pay  for  it  and  sell  it  at  a  profit? 

Senator  Dial.  On  that  I  coidd  not  say.  I  do  not  want  to  accuse 
anybody  of  combination.  I  imagine  that  each  one  would  try  to  do 
the  very  best  he  could.  We  all  try  to  make  the  most  money  we  can, 
but  the  exchange  gives  them  the  measure,  the  quotation  of  future 
contracts,  to  go  out  and  get  it  as  cheap  as  they  can.  I  have  no 
desire  to  try  to  keep  the  other  feUow  from  making  what  he  can  prop- 
erly and  legitiniately,  but  I  say  that  quotations  of  future  contracts 
are  false  yardsticks,  are  false  measures. 

Doctor  Walker.  This  man  knows  that  it  is  three  pecks  to  the 
bushel? 

Senator  Dial.  The  man  who  is  buying  knows  it;  the  seller  does 
not  know  it. 

Doctor  Walker.  I  am  just  wondering  how  that  works  out.  Does 
this  skillful  buyer,  as  against  the  producer,  who  does  not  know 
anything  about  the  exchange,  get  something  out  of  it? 
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Senator  Dial.  No;  I  do  not  think  it  is  the  buyer.  T  think  it  is 
the  quotation  that  takes  it  away  from  the  seller  for  less  than  it  ought 

Doctor  Walker.  This  was  my  thought.  You  are  this  skillful 
buyer  in  this  trade  and  get  this  cotton  at  a  depressed  price,  and  he 
sells  it  again  at  a  depressed  price  to  somebody  else,  or  else  he  pockets 
the  difference.     Now,  I  wanted  your  thought  on  that. 

Senator  Dial.  Well,  I  think  that  my  main  complaint  is  that  the 
quotation,  being  a  false  quotation,  and  misleading  quotation,  puts 
the  price  down  and  it  always  gets  it  away  from  the  farmer  for  less 
than  it  would  if  it  weVe  a  fair  and  genuine  quotation,  a  36-inch  yard 
stick,  you  might  call  it.  Of  course,  it  is  too  long  a  story  to  go  into, 
as  to  how  the  big  buyers  manipulate  the  market;  but  they  can 
manipulate  the  market,  in  that  they  can  go  and  sell  contracts  and 
thus  press  the  market  down — not  that  mere  contract,  but  they  take 
the  contract  and  go  to  the  buyer  and  use  that  to  get  him  to  part  with 
his  actual  cotton. 

For  instance,  the  other  day  I  saw  where  one  of  them  sold  contracts 
for  1,000,000  bales.  That  put  the  price  down.  Then  the  price  of 
spot  cotton  went  down  100  points.  The  buyer  then,  of  actual  cotton, 
the  exporters  and  the  big  dealers,  would  take  this  quotation  that 
they  have  made,  that  they  ran  down  that  afternoon,  and  go  out 
and  buy  up  the  actual  cotton.  I  do  not  say  that  they  misrepresejited 
the  facts  on  the  quotation,  but  the  quotation  itself  enables  them, 
you,  or  me,  or  anybody,  to  go  to  the  farmer  and  say,  ''  You  are  too 
high  with  your  cotton,  because  the  quotation  is  so  and  so." 

Doctor  Walker.  I  understand  your  argument,  how  it  puts  the 
contracts  down  in  the  New  York  Exchange.  I  underetand  how 
these  buyers  can  go  to  one  of  these  two-horse  or  two-mule  farms 
and  buy  cheaper.     He  can  not  do  it  from  you,  but  from  these  people. 

Senator  Dial.  Yes,  he  can  buy  it  from  me. 

Doctor  Walker.  Suppose  he  does.     He  buys  it  cheap? 

Senator  Dial.  Yes.  .      ,         ,  i  n         .i. 

Doctor  Walker.  Does  he  sell  it  that  cheap  to  the  mill  or  the 
exporter,  or  where  does  that  depression  stop?     That  is  what  I  am 

trying  to  find  out.  .  ,       ,  -.i    .i         n 

Senator  Dial.  That  depression  stops  ri«;ht  down  with  the  seller, 
with  the  producer.  He  takes  it  out  and  he  does  like  any  other 
merchant,  he  makes  all  he  can  out  oi  it. 

Doctor  Walker.  Then  there  is  no  competition  to  bring  that  down, 
to  equalize  that  advantage  and  put  it  down,  so  that  he  does  not  get 
it  even  if  he  bought  it  too  low,  he  has  to  transmit  that  advantage? 

Senator  Dial.  No.  If  he  has  to  sell  to  exporters  at  a  certain 
price  Suppose  that  you  and  I  were  exporters,  and  that  we  had 
an  offer  for  a  very  large  quantity  of  actual  cotton,  and  suppose  we 
had  enough  money  that  we  could  go  out  on  the  exchange  and  sell 
contracts,'^  and  we  would  sell  enough  contracts  to  put  the  price 
down,  and  then  we  would  go  out  and  buy  the  cotton  on  that  quota- 
tion, and  we  would  make  the  difference. 

Theodore  Price  said  the  other  day  that  before  this  war  there 
were  only  two  rich  dealers  on  the  New  York  Cotton  Exchange,  and 
he  said  there  were  at  least  six  who  can  now  buy  100,000  bales  of 
cotton  each  and  pay  for  it  with  their  own  individual  checks  without 
consulting  the  banks.     I  am  not  opposed  to  wealth.     Any  man  who 
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does  not  try  to  better  his  condition  and  the  condition  of  his  family 
is  not  worthy  of  a  family;  but  I  am  opposed  to  a  large  amount  of 
unmyested  wealth  bemg  used  simply  to  speculate  upon  the  toil  of 
people  who  can  not  help  themselves;  then  to  sit  down  and  allow 
Congress  to  have  one-sided  law,  an  unreal  proposition,  and  unusual 
and  revolutionary  proposition,  to  remain  upon  the  statute  books, 
to  aid  people  m  takmg  away  the  labor  of  the  people  who  can  not 
nek)  themselves,  is  inexcusable. 

Richard  Edmonds  said  in  this  week's  paper  that  no  honest  man 
could  oppose  my  amendment  on  this  subject.  I  do  not  go  that  far. 
1  say  that  no  man  who  is  well  posted  can  oppo  e  it.  I  would  be 
glad  if  you  gentlemen  would  read  his  editorial,  if  you  care  to  do  so. 
It  IS  very  strong  upon  that  point.  What  I  want  to  do  is  not  to 
pass  any  radicallaw,  any  extreme  law,  any  unusual  law;  but  I  want 
to  make  a  contract  that  is  broad  enough  to  be  tradeable,  elastic 
enough  to  encourage  trade,  yet  definite  enough  to  be  practicable 
and  workable.  I  think  my  proposition  of  three  classes,  as  hereto- 
fore explained,  to  be  the  most  real  proposition  that  I  can  suggest 
at  the  present  time — the  most  practicable  one  for  the  present.  I  do 
not  think  that  is  as  strong  as  it  ought  to  be,  and  I  beheve  a  still 
better  solution  to  be  to  repeal  section  5  of  the  law  and  let  section 
10  stand.  That  is,  simply  to  specify  the  identical  grade  which  you 
are  contracting  for.  I  believe  that  would  be  a  better  solution  of 
the  whole  proposition,  and  I  hope  you  gentlemen  will  give  the  matter 
careful  consideration,  and  I  trust  you  will  make  your  findings  at  as 
early  a  date  as  possible,  because  I  hope  Congress  will  do  something 
at  this  session. 

Doctor  Stevens.  We  have  been  informed  that  spot  cotton  is 
bought  and  sold  based  on  the  seller  delivering  any  grades  that  he 
chooses,  and  the  buyer  accepting  the  cotton  and  paying  for  it  at 
market  differences,  on  and  ott,  conditioned  in  exactly  the  same  way 
that  the  buyer  would  pay  in  the  case  of  a  future  contract;  in  other 
words,  cotton  is  bought  and  sold,  on  and  off  differences,  and  the 
seller  has  the  option  of  delivering  to  the  buyer  whatever  he  sees 
fit,  and  the  buyer  agrees  to  accept  that  cotton  and  to  pay  for  it  at 
naarket  conditions  [differences  for],  on  and  off  grade.  What  is  the 
difference  between  that  kind  of  a  seller's  option  contract  and  the 
seller's  option  contract  for  future  delivery?  Is  the  price  of  spot 
cotton  to  apply  on  and  off  middhng  which  prevails  in  the  market 
an  unfair  contract,  and  does  that  depress  the  price  of  spot  cotton 
as  well  as  the  option  [in  the]  future  contract  ? 

Senator  Dial.  Well,  it  is  true  that  some  contracts  of  actual  cotton 

are  made  that  way,  but  it  is  misleading  to  say  that  cotton  is  sold  that 

way,  to  draw  an  impression  generally  before  you  gentlemen.     As  a 

matter  of  fact,  just  like  a  great  many  other  things,  you  tell  part  of 

the  truth  and  not  the  whole  truth.     Often  [Even  ?]  in  that  proposition 

that  is  not  only  [nearly?]  as  bad  as  the  contract  proposition,  because 

under  the  contract  proposition  you  do  not  know  what  you  are  going 

to  get.     The  way  it  is  is  that  the  man  has  the  actual  cotton  and  the 

buyer  samples  the  whole  wagon  load  of  cotton,  the  whole  quantity, 

and  they  adjust  it  on  the  spot  with  the  actual  commodity.     Take' 

for  instance,  25  bales  of  cotton  on  a  platform,  and  separating  it  grade 
u J 1.:_        ....    .  ...  The 

I  wiU 


lor  instance,  zb  bales  ol  cotton  on  a  platform,  and  separating  it 
by  grade,  making  a  bid,  that  would  be  one  way  to  get  at  it. 
man  would  say,  " I  will  pay  you  one  price  for  one  giade  and 


500 


THE  COTTON   TBADB 


pay  you  another  price  for  another  grade";  and  mayl^e  five  different 
prices  for  one  lot  of  cotton.     There  is  not  much  difference  between 
that  and  the  basis  price,  but,  as  a  matter  of  fact,  we  are  netting  away 
from  that  kind  of  trading  as  rapidly  as  we  can.     One  of  the  reasons 
is  the  injustice  in  that  very  system,  because  the  farmers  have  been 
robbed  tremendously  by  tfie  difference  in  the  price  on  the  different 
giades,  so  much  so  until  there  was  so  much  complaint  upon  the  part 
of  the  farmers  that  we  got  Congiess  to  pass  laws  authorizing  the 
appointment  of  graders  to  get  around  that  very  trouble,  graders  in 
the  Agricultural  Department.     We  have  them  all  over  the  South, 
and,  furthermore,  we  have  fonned  cooperative  marketing  associations 
to  get  away  from  that  evil  also,  in  tliat  the  cooperative  marketing 
associations  will  have  all  the  cotton  the  farmer  has  giown;  they  will 
segregate  the  cotton,  and  when  the  mill  or  exporters  want  a  certain 
grade  of  cotton  it  will  go  there  and  buy  it  on  no  basis  but  that  par- 
ticular giade,  which  is  exactly  what  he  wants.     Hence,  the  cooper- 
ative marketing  associations  are  of  tremendous  benefit  to  the  buyer, 
because  the  buyer  can  get  exactly  what  he  wants,  and  it  helps  the 
grower  in  lumping  his  cotton,  in  separating  in  certain  lumps  the 
classes,  and  thereby  the  grower  will  get  a  higher  price,  and  the  pur- 
chaser is  willing  to  give  a  higher  price  because  he  gets  exactly  what 

he  wants. 

Under  the  system  which  you  propose,  the  buyer  often  only  gets 
maybe  half  of  the  kind  of  cotton  he  needs  out  ol  one  particular  lot, 
and  then  he  will  take  the  other  grades  and  sell  it  to  some  one  else  to 
get  rid  of  it  the  best  he  can.  Tlie  mill  that  he  buys  for,  or  the  ex- 
porter, only  wants  certain  grades,  but  he  will  have  to  take  the  other 
in  order  to  get  the  grades  he  does  want.  Hence  he  buys  and  pays 
a  less  price  For  the  other  grade  he  does  not  want.  I  am  trying  to  do 
in  the  future  law  exwjtly  what  the  cooperative  market  is  domg  in 
the  spot  trade;  I  am  trying  to  specify  the  particular  grade,  and  if 
we  could  do  that  we  would  get  a  higher  price. 

Doctor  Stevens.  Then  I  understand  your  position  to  be  that  sell- 
ing cotton  on  basis— spot  cotton,  not  futures — the  differences  on  and 
off  middling  to  apply-— is  unfair  in  the  same  way  that  the  future 
contract  basis  is  unfair? 

Senator  Dial.  Well,  it  is  unfair  in  the  same  manner,  but  not  to 
the  same  degree;  because  in  the  future  contracts  you  are  allowed  to 
accumulate  great  quantities  of  cotton  that  you  have  not  got  and 
thereby  keep  on  depressing  the  price,  and  in  actual  cotton  you  have 
got  actual  cotton.  It  is  in  the  same  manner  but  not  to  the  same 
degree,  and  that  is  one  of  the  strongest  complaints  in  the  South. 
You  hear  the  complaint  that  the  farmer  has  been  deprived  of  a  part 
of  the  value  of  his  crop  in  not  having  it  properly  graded,  so  much  so 
that  we  appropriated  money  to  have  Government  graders,  and  we 

call  on  them.  ,,..,/ 

Doctor  Stevens.  Do  spinners  buy  cotton  solely  with  reference  to 

grades,  or  does  the  staple  affect  theu-  proposition? 
Senator  Dial.  Oh,  the  staple  does  it. 
Doctor  Stevens.  Then  could  a  spinner,  even  though  he  knew  the 

exact  grade  of  cotton  that  he  was  going  to  get  on  that  contract,  take 

deliveries  on  the  future  contract,  not  knowing  what  he  was  going 

to  geti 
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Senator  Dial.  The  staple  is  provided  under  the  law.  It  has  to 
be  above  a  certain  staple. 

Doctor  Stevens.  He  can  tell  pretty  well  by  that.  That  depends 
on  different  seasons  of  the  year.  There  is  better  staple  some  years 
than  others.  Take  a  mill  that  wanted  a  i-inch  staple,  could  it  spin 
lxJ*-inch  cotton? 

Senator  Dla.l.  No. 

Doctor  Stevens.  Can  a  mill  which  spins  1^-inch  cotton  spin  1- 
inch  cotton  ? 

Senator  Dl^l.  It  might  do  that.     I  am  not  an  expert  mill  man. 

Doctor  Stevens.  What  I  am  trying  to  get  at,  Senator,  is  whether 
or  not,  even  though  you  have  specific  grades,  it  would  Ee  possible  for 
a  spinner  to  take  delivery  and  as  a  matter  of  fact  be  sure,  or  even 
reasonably  sure  that  he  could  get  a  staple  that  he  could  actually  use 
in  his  mill. 

Senator  Dial.  For  the  most  mills,  yes.  He  would  know  in  reason 
that  he  could  handle  it.     He  would  Imow  the  value  of  it. 

Doctor  Stevens.  Isn't  it  true  that  some  mills  which  spin  a  hard 
staple  cotton  can  not  spin  a  soft  staple  cotton? 

Senator  Dial.  I  have  heard  that  is  true.  I  am  not  an  expert 
mill  man. 

Doctor  Stevens.  You  think  in  any  considerable  portion  of  cases 
that  a  spinner  taking  dehvery  of  a  specific  grade  of  cotton  on  a  future 
contract  could  actually  spin  the  cotton? 

Senator  Dial.  Oh,  yes.  It  ought  to  be  very  usable,  but  whether 
it  was  or  not,  whether  he  would  take  it  or  not,  the  price  would  not  be 
down  so  low  if  the  man  had  to  specify  what  he  is  selling. 

Doctor  Stevens.  On  your  proposition  of  the  effect  on  spot  prices, 
do  I  understand  you  to  take  the  position  that,  if  the  future  price 
drops  from,  say,  35  cents  to  34.50,  or  50  points,  that  the  spot  price 
would  also  come  down  the  same  day? 

Senator  Dial.  Well,  practically. 

Doctor  Stevens.  In  other  words,  every  time  the  future  goes  down 
.the  spot  goes  down? 

Senator  Dial.  Not  every  time,  but  generally. 

Doctor  Stevens,  In  other  words,  the  future  price  always  leads 
and  the  spot  follows  ? 

Senator  Dial.  I  can  not  say  always,  but  I  think  almost  always — 
not  absolutely  always. 

Doctor  Stevens.  Then  you  do  not  know  of  any  cases  where  the 
spots  have  advanced,  and  the  futures  have  also  advanced  subse- 
quently? 

Senator  Dial.  Oh,  yes.     I  said  nearly  always. 

Doctor  Stevens.  If  spot  goes  up  future  also  goes  up! 

Senator  Dial.  But  the  future  is  the  leader. 

Doctor  Stevens.  Always  ? 

Senator  Dial    I  can  not  say  always. 

Doctor  Stevens.  Did  you  ever  know  of  a  day  when  the  spot  prices 
at  New  York  or  New  Orleans  advanced  50  points,  and  the  futures 
declined  10,  15,  or  25  points? 

Senator  Dial.  I  do  not  know  about  that.  In  1920,  in  July  the 
spot  cotton  in  New  York  was  43.75,  I  believC;  and  the  future  con- 
tract was  about  36.50.     It  did  not  go  up  with  it.     Occasionally,  they 
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do  not  follow,  but  to  all  intents  and  purposes,  and  practically  the 
spot  cotton  follows  the  future  contract.  The  future  contract  is  the 
guide  nearly  all  the  time,  and  I  venture  to  say  yesterday  in  New 
York  cotton  went  down,  and  the  day  before  that  it  went  up — ^futures 
went  up  and  spot  went  up. 

Doctor  Stevens.  But  how  would  you  determine  which  goes  up 
first? 

Senator  Dial.  Let  us  get  a  practical  case.  Down  home  some  time 
ago  I  told  my  bookkeeper  to  go  to  the  warehouse  and  sell  my  cotton. 
He  went  down  and  came  back  in  a  few  minuter,  and  he  said,  '^  They 
would  not  biiy  because  the  exchange  has  not  opened,  and  they  would 
not  bid  on  it."  They  will  not  make  a  bid  until  the  exchange  price 
comes  out,  as  a  rule. 

Doctor  Stevens.  That  is  perfectly  true,  but  suppose  that  the  ex- 
change price  came  in  at  exactly  the  same  price  as  the  preceding 
day's  close;  doesn't  it  ever  occur  that  the  spot  price  is  higher  than 
the  spot  price  prevailing  at  the  close  of  the  jjreceding  day? 

Senator  Dial.  You  are  speaking  about  an  isolated  case.  That 
might  be  Some  mill  might  be  about  to  run  out  of  cotton  and  it 
has  got  to  have  it,  and  it  will  pay  more,  but  I  am  talking  as  a  general 
rule. 

Doctor  Stevens.  The  future  market  leads  98  times  out  of  a  hun- 
dred, so  wheEever  the  futures  go  up  spot  prices  go  up? 

Senator  Dlal.  I  think  so. 

Doctor  Stevens.  In  other  words,  that  the  future  price  helps  to 
raise  the  spot  price  and  depress  it? 

Senator  Dial.  It  does,  but  plenty  of  times  there  are  no  transac- 
tions under  the  quotation.  They  tell  me  these  quotations  are  done 
for  insurance.  There  is  no  cotton  sold  and  no  cotton  bid  on  for 
days  perhaps.  But  I  say  it  does  not  make  any  difference  how  high 
it  goes,  it  never  goes  as  high  as  it  would  go  if  it  were  not  for  the  un- 
just future  contract,  because  a  man  knows  he  can  sell  future  con- 
tracts and  put  it  down  if  he  wants  to. 

Doctor  STEVENS.  Do  you  see  any  use  for  the  maintenance  of  a. 
future  market  at  all,  except  for  hedging  purposes? 

Senator  Dial.  If  I  were  to  say  1  did  not,  they  would  come  right 
back  at  me  and  say,  "Don't  you  remember  in  1914,  when  cotton 
went  from  14  to  7  cents?"  They  would  stop  right  there  and  not 
argue  any  more.  I  remember  that  well,  but  that  was  not  because 
of  the  closing  of  the  future  market.  The  reason  for  that  was  because 
the  world  exchange  got  all  demoralized  and,  furthermore,  we  had  no 
ships  to  carry  cotton.  So,  that  is  an  abnormal  proposition  and  a 
fool  proposition,  and  a  hard-headed  man  won't  argue  any  further. 

I  think  if  you  had  a  definite  contract,  a  contract  like  any  other 
contract,  like  you  buy  your  clothes  from  your  tailor,  or  you  buy  your 
automobile  from  the  manufacturer,  or  any  other  definite  contract, 
a  future  contract  might  serve  a  very  good  purpose.  We  export  a 
whole  lot  of  our  cotton,  and  I  can  not  see  any  reason  why  a  man  in 
Manchester  should  not  be  able  to  buy  his  reouirements  on  the 
exchange  (but  I  would  much  prefer  him  to  come  South  and  buy  the 
actual  cotton),  to  buy  his  requirements  and  have  them  delivered  to 
him.     It  might  help. 

Doctor  Stevens.  But,  Senator  Dial,  does  not  the  Manchester 
speculator  and  the  importer  on  the  other  side,  as  a  matter  of  fact, 
contract  for  future  delivery  in  effect — not  under  the  rules  of  the 
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Senator  Dial.  I  presume  they  do.  They  do  not  do  that  through 
the  exchange  however.  They  can  not  do  it  because  they  do  ^t 
know  what  they  arc  going  to  get. 

Doctor  Stevens.  But  they  make  a  contract  for  the  specific  grade 
oj  lorj  staple.  If  you  had  your  present  contract  to  provide  only  for  a 
specific  grade  and  staple,  then  you  are  simply  dupUcating  a  type  of 
contract  which  already  exists,  are  you  not? 

Senator  Dl^l.  No;  there  is  no  such  a  contract  as  that  m  the 

I  exchange  except  under  section  10  and  on  the  New  York  Exchange 

not  a  contract  was  ever  sold  under  it.     They  buy  it  from  the  dealers 

and  not  from  the  exchange,  because  the  exchange  would  not  sell  that 

way. 

Doctor  Stevens.  But  if  you  put  in  your  specific  contract  you 
would  make  the  exchange  sen  that  way? 

Senator  Dial.  I  would  make  them  sell  that  way  or  not  at  all. 

Doctor  Stevens.  That  is,  you  would  simply  be  requiring  delivery 
through  the  exchange  of  cotton  on  contract,  which  would  be  practi- 
callv  identical  with  the  contracts  now  being  made  every  day  by 
Qeaiers  ? 

Senator  Dial.  No;  you  can  not  have  a  contract  that  way  on  the 
exchange. 

Doctor  Stevens.  I  know,  but  if  you  adopted  your  proposed 
system 

Senator  Dial  (interposing).  That  is  what  I  want  to  do. 

Doctor  Stevens.  You  would  have  a  contract  which  would  be 
deliverable  through  the  exchange? 

Senator  Dial.  Yes. 

Doctor  Stevens.  And  would  not  that  contract  in  effect  provide 
that  delivery  through  the  exchange  of  cotton  would  be  in  a  form  just 
exactly  the  same  as  contracts  being  made  now? 

Senator  Dial.  That  is  what  I  want. 

1  Doctor  Stevens.  That  is  what  I  want  to  get  at. 

Senator  Dial.  I  want  to  make  them  do  it  that  way. 

Doctor  Stevens.  What  would  be  the  advantage  of  doing"  that 
Senator?  ' 

Senator  Dial.  The  advantage  would  be  higher  prices.  No  man 
to-day  will  sell  you  a  contract  for  a  specific  grade  of  cotton,  for  as  low 
a  price  as  you  can  buy  a  cotton  "on  the  exchange  for,  and  yet  the  price 
on  the  exchange  is  what  makes  the  price  of  spot  cotton. 

Doctor  Stevens.  How  many  transactions  per  day  do  you  think 
there  might  be  on  that  basis? 

Senator  Dial.  That  is  speculative,  and  I  do  not  know. 

Doctor  Stevens.  Suppose  on  a  particular  day  there  were  not  any 
transactions  at  all. 

Senator  Dial.  That  would  be  possible. 

Doctor  Stevens.  Then  that  day  the  future  price  would  have  no 
effect  on  the  spots  at  all? 

Senator  Dial.  It  would  be  the  same  as  the  day  before. 

Doctor  Stevens.  And  the  people  would  work  on  the  basis  of  the 
price  of  the  preceding  day? 
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Senator  Dial.  T  presume  so.  Look  at  Savannah.  There  are 
plenty  of  days  when  there  is  not  a  single  hale  sold,  and  at  Houston 
and  these  other  places. 

I  want  to  say  to  you,  I  thank  you  very  much  indeed.  I  introduced 
this  resolution  two  or  three  years  ago,  and  it  is  one  of  the  biggest 
propositions  to-day  in  the  United  States.  I  feel  that  we  have  been 
deprived  since  the  Civil  War  of  a  large  proportion  of  the  value  of 
every  pound  of  cotton  that  has  been  grown.  1  do  not  say  it  viciously, 
but  1  beheve  that  unfortunately  the  people  of  the  South,  who  ought 
to  know,  do  not  know;  and  I  believe  that  very  few  people  in  the 
United  States  realize  the  great  trouble  is  that  they  can  not  see  the 
wrong  because  they  do  not  know  the  law.  They  only  know  it  in  a 
creneral  way.  They  can  not  know  the  wrong  unless  they  know  the 
faw.  If  they  would  sit  down  and  study  the  law  and  see  what  it  is,  I 
yenture  to  say  not  one  man  in  ninety-nine  would  approve  this  law. 
I  hope  that  you  gentlemen  will  give  it  most  careful  consideration.  It 
is  the  most  important  proposition  in  life  to-day  for  the  South  and 
our  people  down  home  are  deserting  their  homes  and  farms  bjr  the 
thousands  and  hundreds  of  thousands.  I  believe  the  day  of  raising 
cotton  in  a  slipshod  way  is  rapidly  passing.  There  is  going  to  be  a 
<rreater  scarcity  of  cotton  next  summer  than  m  your  or  my  life  time 
Snd  the  mills  will  have  to  shut  down  and  the  labor  will  be  thrown  out 
of  employment,  and  there  will  be  general  suffering.  Heretofore 
nearly  anybody  could  raise  cotton,  anybody  could  rent  your  land 
and  buy  your  mule  and  raise  a  few  bales  of  cotton,  and  make  ends 
meet  by  catching  a  few  fish  and  picking  a  few  blackberries,  but  that 
day  has  gone,  and  hereafter  nobody  is  going  to  furnish  money  on  any 
such  great  uncertainty  as  that,  and  hence  this  is  going  to  get  U)  be  a 
more  scientific  matter,  and  we  are  going  to  have  to  put  more  money 
into  it,  and  it  is  perhaps  one  of  the  greatest  problems  m  this  country, 
the  cotton  manufacturing  business  and  the  world  is  beginnmg  to 
wake  up  and  to  realize  the  facts. 

The  other  day  Mr.  Gary,  the  Steel  Trust  man,  gave  Mr.  Wanna- 
maker  $25,000  for  three  years  to  try  to  eradicate  the  boll  weevil.  , 
That  is  very  good,  and  I  am  much  obliged  for  that,  but  1  can  not  be- 
lieve that  they  are  doing  that  for  our  benefit  alone.  They  are  far- 
seeing  men,  and  they  are  doing  that  to  try  to  save  the  actual  industry. 
It  makes  me  sick  and  tired  and  mad  to  talk  about  helpm^  the  farmer 
by  giving  him  a  Uttle  poison  to  kill  the  boll  weevil.  1  hat  is  very  good 
so  far  as  it  goes,  to  correct  this  is  his  due.  I  am  not  ar'ang  any  favor 
for  him,  but  this  is  what  is  due  him  as  a  matter  of  right,  as  a  matter 
of  morals  and  reason  and  common  sense  and  justice.  We  can  not 
do  any  less  than  to  put  him  on  the  plane  of  anybody  else  in  the  world. 
Who  demands  any  such  system  as  this  to  sell  our  cotton?  How  was 
the  farmer  consulted?  He  did  not  appear  here  the  other  day  Why 
do  these  people  want  this  thing  to  go  on?  It  is  for  their  benefat. 
Make  a  fair,  honest  and  equal  law,  and  let  the  mills,  the  exporter 
and  the  exchanges  adapt  themselves  accordmgly. 
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(Whereupon  at  12  o'clock  M.  the  hearing  was  concluded.) 

Range  of  cotton  prices  for  20  years 
(Based  on  official  quotations  for  middling  in  New  York) 
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Calendar 
year 


1903. 
1904. 
1905. 
1906. 
1907. 
1908- 
1900. 

mo. 

1911. 
1*13. 
1913. 
1914. 
1916. 
1018. 
1917. 
1918. 
1919. 
1920. 
1921. 
1922. 


Month 


December 

March 

December 

January , 

September 

Jauiuiry , 

Decemt>er 

August 

May 

July 

October ,., 

May 

Decern  l)er 

November 

December 

September 

December 

July 

September 

December 

Average 


Highest 
price 


Cents 
13.70 
16.65 
12.60 
12.25 
13.55 
12.25 
16.15 
19.75 
16.15 
13.40 
14.50 
14.50 
12.75 
20.90 
31.85 
38.20 
40.25 
43.75 
21.55 
26.80 


20,58 


Month 


January... 
December- 
January... 
Septeml^r 
Noveml)€r 
October... 
January... 
January... 
December- 
January... 

June 

December. 
January... 
February. 
February. 

May 

February. 
December. 

June 

January... 


Lowest 
IM-ice 


CenU 

&85 

6.85 

7.00 

9.60 

10.60 

9.00 

9.25 

13.85 

9.20 

9.35 

11.70 

7.25 

7.90 

11.20 

14.30 

25.70 

25.00 

14.50 

10.85 

16.45 


1L92 


Range 


CenU 

4.85 

9.80 

5.60 

265 

2.95 

3.25 

6.90 

5.90 

6l95 

4.05 

2L80 

7.25 

4.85 

9.70 

17.55 

12.50 

15.25 

29.25 

ia70 

ia35 


&66 


Washington,  D.  C,  January  25,  1924. 

Commissioner  Thompson.  This  is  a  continuation  of  a  hearing 
under  Senate  Resolution  262,  being  a  resolution  submitted  by 
Senator  Dial  and  requesting  the  Federal  Trade  Commission  to  make 
an  inyestigation  of  the  cotton  industry  in  the  United  States,  and 
also  Senate  Resolution  429,  introduced  by  Senator  Norris,  and 
haying  to  do  with  an  inyestigation  of  the  cotton  industry  by  the 
Federal  Trade  Commission. 

Commissioner  Murdock.  There  are  two  markets  for  cotton,  that 
is,  to  my  mind.  One  is  the  future  market  and  one  is  the  spot  market. 
They  are  two  different  kinds  of  marketing  and  they  meet  at  but  one 
time,  which  I  will  refer  to.  When  the  future  market  in  grades 
appeared  in  London  three  or  four  years  ago  the  difference  between  a 
future  market  and  spot  was  so  apparent  that  the  Goyernment  put 
the  future  market  and  the  spot  in  difi'erent  buildings  in  different  parts 
of  London  and  would  not  let  them  occupy  space  under  the  same  roof. 
In  the  future  market  many  more  trades  are  made  than  are  made  in 
the  spot  market.  Under  the  present  law  in  the  future  market  the 
sellers  haye  an  adyantage  oyer  the  buyer  in  deliyery.  In  my  mind 
that  is  important,  because  there  is  a  time  when  the  future  and  spot 
market  in  the  United  States  come  together.  When  they  come 
together  the  day  of  deliyery  and  the  closing  of  the  bargain  has 
arriyed. 

It  is  well  to  keep  in  mind  that  thousands  and  thousands  of  trades 
neyer  arriye  at  that  day  of  deliyery.  If  you  are  a  buyer  and  I  am  a 
seller  and  we  meet  in  a  trade,  if  that  trade  is  equitable,  we  must  meet 
in  a  fair  deal.  We  are  face  to  face  and  make  om'  bai^ain  and  you 
haye  no  adyantage — I  can  sell  or  not  sell,  just  as  I  wish.     Now,  in 
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the  future  market,  tlie  buyer  and  seller  meet  and  they  trade;  one 
buys  and  the  other  sells.  The  great  majority  of  their  transactions 
never  get  into  the  spot  market,  so  that,  one  trade  cancels  the  other 
and  there  you  would  say,  or  I  would  say,  that  probably  the  seller's 
option  did  not  injure  the  equity  of  this  transaction  very  much,  but 
in  the  course  of  time  a  portion  of  the  future  deals  reaches  a  day  of 
actual  delivery,  and  then  I  think,  as  nearly  as  I  can  figure  it  out,  that 
the  featiu-e  of  the  existing  legislation  which  gives  the  seller  an  edge — 
an  advantage — in  delivery  does  bear  upon  the  price  of  spot  cotton. 
Now,  I  want  to  go  over  this.  Before  the  future  seller  has  finally 
arrived  at  a  spot  market,  that  is,  the  day  of  delivery,  he  has  come  in 
contact  with  real  cotton.  On  that  day  he  is  under  the  necessity  of 
delivering  the  cotton  and  in  that  situation  this  advantage,  which 
the  law  gives  him,  does  affect  these  spot  markets,  in  my  opinion.  It 
is  an  intricate  thing  and  I  am  going  to  ask  you  about  it.  You  say  in 
a  former  hearing  here,  Wliy  the  seller's  option  was  put  into  the  law, 
because  who  is  the  seller  of  the  cotton?  And  I  say  the  man  who 
grows  the  cotton  and  that  it  is  to  his  advantage  who  grows  the  crop. 
When  we  had  an  argument  here  with  the  men  from  the  New  York 


future  market  and  is  reflected  as  an   advantage  to  the  man  who 
grows  the  cotton. 

Since  he  made  the  statement  I  have  been  thinking  out  where  his 
statement  was  in  error  and  I  am  convinced  and  if  you  can  clear  me 
up,  it  will  be  an  advantage  to  me.  The  truth  as  I  see  it  is  that  this 
advantage  to  the  seller  in  the  law  goes  in  a  thousand  instances  to 
the  seller  of  futures  and  only  in  one  instance  possibly  does  it  go  to 
the  advantage  of  the  seller  in  the  spot  market,  so  that  this  advantage 
to  the  seller  in  the  future  market  is  only  in  one  time  out  of  1,000 
possibly  reflected  back  to  the  man  who  actually  grows  the  cotton 
as  affected  by  the  day  of  delivery.  Therefore,  1  can't  see  that  this 
advantage  to  the  seller  given  in  the  statute,  does  reflect  itself  back 
to  the  man  who  sells  it,  the  seller  of  the  spot  cotton.  Now,  I  would 
like  to  ask  you  if  you  have  another  view  of  that  matter  which  I  have 
just  stated.  I  am  going  off  the  commission  and  I  watched  the  first 
cotton  futures  act  go  through  and  1  don't  believe  it  went  far  enough. 
It  is  not  necessary  for  me  to  say  to  you  that  I  don't  live  in  a  cotton 
country,  but  I  don't  think  the  grower  of  cotton  gets  a  square  deal 
and  I  do  want  to  know  if  there  is  anything  in  legislation  that  will 
get  him  more.     Do  I  get  the  idea  to  you? 

Senator  Smith.  In  a  nut  shell  it  is  that  the  seller  has  the  option 
of  delivering  any  one  or  some  of  all  these  different  grades. 

Commissioner  Thompson.  That  is  the  only  place  he  could  have 
an  advantage,  that  is  what  you  mean? 

Senator  Smith.  Yes,  sir.  The  seller,  when  he  comes  to  deliver, 
can  deliver  any  or  all  of  these  grades.  That  is  to  his  advantage. 
If  I  substantiate  my  tests,  which  I  believe  I  have  approximately 
substantiated  that  all  of  them  are  of  identical  value,  then  where  is 
his  advantage? 

Commissioner  Murdock.  I  am  talking  about  the  law. 

Senator  Smith.  That  is  what  I  am  getting  at  right  now.  I  amended 
the  law  and  eliminated  grades  that  were  doubtful  as  to  equal  value 
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and  I  am  protesting  against  the  arbitrary  distinguishing  of  grades 
which  is  not  revealed  in  the  tests  I  have  made  and  the  grower  should 
be  protected  against  an  arbitrary  distinguishing  in  so-called  grades 
when  the  ten  now  admissible  on  contracts  will  make  the  identical 
yam  and  the  identical  cloth. 

Commissioner  Thompson.  Under  the  existing  differences  where 
there  is  an  artificial  distinction  bv  grade  in  the  law  on  the  basis  of 
which  there  are  transactions  which  are  not  reflected. 

Senator  Smith.  Only  in  so  far  as  they  recognize  these  grades  on 
contracts. 

Commissioner  Gaskill.  In  drawing  the  futures  act,  then,  no  cer- 
tain grade  upon  any  specific  contract  is  made  possible  in  order  that 
there  might  be  a  latitude  to  the  seller? 

Senator  Smith.  We  restricted  them  to  the  standard  grade  and 
we  found  that  the  very  thing  Mr.  Murdock  mentioned  that  the  seller 
might  tender  something  of  less  value  and  therefore  have  an  effect 
upon  the  market.  You  approximate  in  my  opinion  the  solution  of 
the  seller's  advantage  I  made.  You  will  see  it  as  clear  as  I  do:  If 
vou  own  an  article  and  decide  to  sell  it  I  don't  think  you  can  make  any 
law  in  a  democratic  form  of  government  to  keep  you*from  selling  it. 
There  is  the  trouble — unlimited  short  selling.  A  man  sells  100°000 
bales  of  cotton  and  not  own  a  bale.  That  is  where  the  seller  has  the 
advantage. 

Commissioner  Murdock.  A  man  can  contract  to  sell  a  thing  at 
a  future  date  under  the  law.  He  is  dealing  ordinarily  with  a  man 
who  contracts  to  buy  something  at  a  future  date  in  a  great  majority 
of  the  cases  of  that  kind.  There  is  a  transaction  which  they  play. 
One  cancels,  there  comes  a  day  to  enforce  the  transaction  when  there 
is  a  delivery. 

Senator   Smith.  Then    the   seller   has   no    advantage   under   the 

5 resent  contract.  The  fluctuations  in  the  market,  you  forget,  are 
ue  to  the  speculative  contracts  that  do  not  contemplate  any  de- 
livery. No  man  has  ever  complained  that  upon  the  specific  fulfill- 
ment of  a  contract  on  an  exchange  he  did  not  get  what  he  wanted. 
I  have  not  heard  of  any.  There  is  not  one-tenth  of  1  per  cent  of 
the  contracts  that  are  ever  filled;  they  are  hedges;  you  know  what 
they  are.  Under  the  terms  of  the  bill  that  I  have  [had]  the  honor  to 
initiate  in  the  Senate,  I  made  it  unlawful  for  them  to  fix  any  differ- 
ences. You  can't  fix  any  difference  in  the  price.  You  remember, 
under  the  old  practice  of  the  exchange,  they  would  deliver  you  really 
a  valueless  grade  and  fix  the  price.  That  was  eliminated,  so  that 
the  seller  to-day  has  no  advantage  over  the  buyer  except  this  unlim- 
ited selling.  I  am  rather  of  the  opinion  that  if  we  could  frame  a  law 
that  made  it  unlawful  for  a  man  to  sell  any  cotton  for  future  delivery 
who  did  not  own  the  cotton  or  who  did  not  have  a  bona  fide  option 
on  the  cotton,  or  the  land  in  process  of  producing  the  cotton,  then 
buyer  and  seller  would  be  together  right  now;  but  suppose  under  the 
present  law,  October  cotton  is  now  about  28  cents;  suppose  I  was  a 
producer  and  desired  to  take  advantage  of  that  price,  Relieving  that 
when  October  comes  there  would  be  a  fairly  profitable  price  to  pro- 
duce my  cotton  and  take  advantage  of  the  present  price.  But  sup-* 
r)se  I  want  to  [take]  advantage  of  that  now.  I  am  a  producer, 
want  to  make  300  or  400  bales  of  cotton.  I  want  to  sell  100  bales 
of  my  cotton  basis  middling  on  the  exchange  with  future  market 
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off  and  spot  market  on.  Could  I  specify  to  one  of  those  men  what 
grade  I  am  going  to  make? 

Commissioner  Gaskill.  If  you  introduced  into  your  marketing 
method  a  latitude  or  looseness  for  the  benetit  of  the  producer,  that 
same  latitude  operates  to  the  seller.  Whatever  there  is  there  that 
works  to  the  advantage  of  that  producer  in  protecting  him  in  any 
future  sale  against  liis  growing  crop  must  necessarily  reflect  in  the 
operation. 

Senator  Smith.  What  I  am  stating  is  this:  He  sells  basis  middling; 
he  has  a  market  for  all  of  his  cotton;  whatever  difference  below 
middling  is  not  reflected  by  the  bona  fide  sale  of  that  grade  in  any 
market.  When  the  mill  man  goes  and  bujrs  basis  middling  and  he 
is  going  to  convert  it  into  yarn,  he  will  get  basis  1-A  and  might 
contend  he  is  getting  anywhere  from  low  middling  to  middling  5. 
The  vast  majority  of  sales  made  on  the  exchange  are  not  sales  of 
cotton,  but  the  sale  of  contracts.  You  have  a  buyer  to  every  con- 
tract. If  we  wanted  to  remedy  this  situation  we  just  restrict  the 
sale  of  future  contracts  to  the  owner  of  the  cotton. 

Commissioner  Gaskill.  I  think  you  have  inherently  in  the  situ- 
ation something  to  the  advantage  of  a  seller,  which  is  seized  upon 
by  a  man  not  selling  the  cotton,  but  by  a  seller  of  contracts,  and  the 
only  way  to  remedy  that  is  to  cut  that  error  out  of  the  marketing 
process  so  that  there  will  be  no  advantage  to  any  seller,  but  to  the 
producer. 

Senator  Smith.  I  have  been  thinking  this  over  so  lone.  So  far 
as  any  advantage  in  delivery  is  concerned,  that  has  absolutely  nothing 
to  do  with  this.  The  mills  may  shut  down  and  I  will  nave  spot 
cotton  on  my  hands.  Where  would  I  dispose  of  it?  I  have  got  to 
pay  insurance  on  it  and  I  have  got  to  carry  it,  and  the  buyer  does 
not  complain  that  there  is  any  difference  and  the  seller  aoes  not 
complain  that  there  is  any  difference.  It  is  simply  because  the 
seller  knows  if  there  was  a  runaway  bull  market  cotton  will  fly  up 
and  he  can  dispose  of  it.  On  a  market  where  a  man  don't  want  to 
buy  for  fear  that  he  is  to  deliver,  he  don't  want  to  pay  insurance  and 
storage.  He  says,  I  will  step  from  under  and  let  it  slide.  The  other 
way  the  buyer  says  that,  but  it  is  just  a  system  of  consignment  of 
the  stuff,  whereas  if  you  want  to  stabilize  things  by  law,  restrict  the 
sales  to  those  that  own  it  and  vou  will  stop  it. 

Commissioner  Gaskill.  If  there  is  no  latitude  to  the  seller  in  the 
provision  which  authorizes  the  delivery  of  another  techincal  grade, 
what  is  the  reason  for  the  provision  of  the  law  which  authorizes  the 
alternative  in  delivery? 

Senator  Smith.  If  you  will  inquire  of  New  York  and  ask  what 
were  the  grades  of  certifica  ion,  you  will  find  as  many  rates  [ranges] 
as  there  are  grades.  Now  under  this  contract  the  notices  are  stopped 
rapidly  and  every  notice  is  stopped,  even  at  the  current  price.  1  was 
hoping  and  believe  that  I  will  work  out  where  we  get  the  trade  to 
agree  to  restrict  these  grades  to  the  actual  grade.  That  don't  affect 
the  mill  man  or  seller.  I  think  we  have  an  arbitrary  difference. 
Where  the  fellow  stand  around  and  says  this  is  so  and  so. 

Commissioner  Murdock.  There  is  just  one  point  that  worries 
me;  the  producer  of  cotton  could  go  mto  the  future  market  as  a 
business  transaction. 

Senator  Smith.  Yes,  sir. 
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Commissioner  Murdock.  But  it  is  a  fact  that  a  great  multitude 
go  out.  ^ 

Senator  Smith.  All  I  would  have  to  do  if  I  made  a  contract  for 
October  .would  be  to  tell  the  bank  to  take  care  of  my  margins  because 
when  October  comes  I  am  going  to  deUver  that  cotton. 

Suppose  I  think  20  cents  is  enough  for  my  cotton.  It  may  go  to 
40  cents,  but  I  have  made  a  contract  for  20.  Of  course,  if  T  am  an 
honest  man,  I  will  deliver  at  20  cents.  I  have  sold  my  cotton  to 
the  mills  for  fall  dehvery.  Sometimes  cotton  would  be  up  and  some- 
times down,  but  I  am  providing  I  was  not  speculating.  I  said  I 
would  deliver  at  so  mucli  a  pound  and  when  the  time  comes  I  will 
deliver.  If  a  Kansas  farmer  sells  wheat  in  the  fall,  there  of  course  he 
expects  to  deliver  and  I  don't  see  how  he  is  violating  his  contract 
and  he  could  force  the  exchange  to  take  it.  Suppose  he  sold  at  $1.25 
and  It  went  down  to  75  cents.  Suppose  he  soM  it  to  a  mill  at  $1.25 
and  suppose  it  had  gone  to  50  cents. 

Commissioner  Murdock.  He  will  make  money. 

Doctor  Walker.  Explain  something  for  me,  please.  In  these 
different  grades  [where]  there  is  no  real  difference  in  the  spinning; 
I  think  it  would  be  desirable  in  that  connection  if  you  would  state 
why  [it  was  contemplated]  according  to  the  law,  fand  why]  there 
was  such  a  wide  difference  obtaining  m  the  market. 

Senator  Smith.  It  was  purely  a  method,  an  arbitrary  difference 
that  did  not  exist  intrinsically.  I  think  that  if  you  will  just  make 
inquiry  from  any  reputable  mill  man,  thev  will  tell  you  there  is  prac- 
tically no  difference  in  the  same  length  of  staple.  You  will  find  that 
they  are  ver>'  often  particular  about  their  grade  as  to  the  length  of 
the  staple.  They  have,  as  I  understand,  but  I  don't  know,  they 
have  had  some  difficulty  in  the  setting  [setting]  of  the  cards  and  the 

different  machines — a  loom  that  is  spinning  a  one-eighth  staple 

you  take  a  staple  three-fourths  you  have  a  tremendous  waste  in  the 
cotton  that  drops  out  and  is  lost  and  very  often  it  is  too  long,  the 
stock  is  not  adapted  to  it.  I  heard  one  man  say  that  50  pounds  of 
Egyptian  put  his  cards  out  of  business.  The  first  thing  that  led  me 
to  introduce  that  amendment  for  an  appropriation  of  $50,000 — it  is 
sufficient  to  test  these  grades — what  led  me  to  that  was  this:  I  have 
been  growing  cotton  all  my  life.  I  live  on  my  farm  yet.  I  just 
gather  up  all  the  hands  and  pick  it  to  keep  the  rain  from  falling  on  it. 
If  it  rains  one  time  on  it,  it  will  knock  it  down  about  $2.50.  After 
a  half  dozen  rains  you  might  just  as  well  plow  it  under.  Then  I 
thought  if  I  made  a  row,  or  plow  line,  and  threw  it  in  the  middle, 
it  is  just  as  good  as  when  white.  It  would  be  discolored  some,  but 
as  a  better  ulustration,  you  can  take  a  new  white  handkerchief,  it 
has  a  beautiful  color,  but  throw  it  down  and  it  is  dirty,  but  wash  it 
and  it  is  as  white  as  ever.  The  value  of  cotton  in  its  use  has  not 
been  effected  by  a  rain  or  two. 

Doctor  Walker.  The  manufacturer  and  the  spinner  differ  [from 
you]  in  the  idea  that  there  is  an  [as  to]  intrinsic  value.     Before  you 

can  legislate  on  all  cases 

Senator  Smith.  That  is  exactly  true,  and  that  is  why  I  don't  want 
my  process  of  education  gummed  up  by  the  law  saying  that  there  is 
such  a  difference  in  grouping  these  grades. 

Doctor  Walker,  i  ou  say  that  the  grade[ing]  is  wrong?  If  they 
had  the  information  they  would  not  make  these  differences,  law  or 
no  law? 
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Senator  Smith.  Yes,  sir. 

Doctor  Stevens.  Did  it  cost  the  spinner  much  to  clean? 

Senator  Smith.  My  information  is  that  it  is  not  a  question  of 
cleaning.  In  low  middling  you  will  find  a  slight  discoloration,  with 
an  accretion  of  foreign  matter.  You  will  find  middling  which  has 
the  tension  and  shade  with  an  appreciable  amount  of  foreign  matter. 
When  it  comes  to  that,  it  affects  the  cleaning.  That  is  the  test  we 
made.     We  took  the  different  samples. 

Doctor  Stevens.  Between  low  middling  and— would  it  cost  more 
to  clean  it? 

Senator  Smith.  I  don't  think  it  would  be  appreciable.  That  would 
be  reflected  in  the  percentage  of  waste.  The  amount  of  waste  indi- 
cates the  amount  of  loss  in  cleaning  the  cotton. 

Doctor  Stevens.  Is  the  percentage  of  waste  identical? 

Senator  Smith.  Identical;  yes,  su*.  I  believe  about  2  per  cent  in 
favor  of  good  middhng.  I  am  speaking  from  memory.  It  was  the 
most  interesting  experiment  I  ever  «aw.  The  result  is  certainly 
startling.  There  was  quite  an  appreciable  difference  between  good 
ordinary,  which  covers  a  multitude  of  sins.  I  was  amazed  at  the 
per  cent  of  waste  between  good  middling,  low  middling,  and  white. 

Commissioner  Thompson.  Are  you  tlirough? 

Senator  Smith.  I  have  spent  a  lifetime  in  the  business  and  am  in 
earnest  in  getting  at  the  truth. 

Commissioner  Murdoch.  We  may  have  covered  this.  We  have 
asked  everything  else  but  this;  that  is,  the  southern  warehouse  deUv- 
ery  on  future  contracts. 

Senator  Smith.  I  have  not  given  that  sufficient  thought.  That 
has  been  mooted  for  years.  Why  not  have  points  of  delivery  through- 
out the  country?  I  have  not  given  it  sufficient  thought.  It  reaches 
back  so  far  to  the  point  of  selling.  If  it  was  an  exchange  it  would 
be  different.     I  have  not  studied  that  enough  to  have  an  opinion. 
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